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We know that we have already heard testimony from your coun­
terpart, the Defense Intelligence Agency, and that testimony, plus 
your own, will comprise the published proceedings of this hearing. 

By the way, I would like to mention, as I did to General Bissell 
before you, that this marks the 10th anniversary of these hearings, 
which I initiated in 1974. I think we can all be proud of the record 
that has been compiled, especially the contributions by the spokes­
men for the intelligence community, such as yourself. With any 
luck and continued cooperation, the series will continue. 

Mr. Gates, you may introduce the people who accompanied you 
and then proceed with your presentation. 

STATEMENT OF ROBERT GATES, CHAIRMAN, NATIONAL INTELLI­
GENCE COUNCIL AND DEPUTY DIRECTOR FOR INTELLIGENCE, 
CENTRAL INTELLIGENCE AGENCY, ACCOMPANIED BY JAMES 
NOREN AND JOSEPH LICARI, OFFICE OF SOVIET ANALYSIS; 
LANCE HAUS, OFFICE OF GLOBAL ISSUES; AND ROBIN PHIL­
LIPS, OFFICE OF EAST ASIAN ANALYSIS 

Mr. GATES. Thank you, Mr. Chairman. I am accompanied by four 
people: Mr. James Noren and Mr. Joseph Licari of our Office of 
Soviet Analysis, on my left; Mr. Lance Haus, on my right, of our 
Office of Global Issues, who works on Soviet energy matters; and 
Mr. Robin Phillips, a specialist on the Chinese economy in our 
Office of East Asian Analysis. 

As you requested, Mr. Chairman, I have put together a summary 
of the overall statement, and I expect that it will run about 20 min­
utes, or thereabouts. 

Senator PROXMIRE. OK. Fine. Go right ahead. 
Mr. GATES. Let me start with the Soviet Union and economic de­

velopments in the past 2 years. 

ECONOMIC DEVELOPMENTS IN THE SOVIET UNION 

Last year and the year before, growth in the Soviet gross nation­
al product averaged about 2 percent per year, somewhat above the 
level attained during 1979-80, but well below both the rate 
achieved during the 1970's and the rate implied by the 1981-85 
plan. 

The slowdown in the growth of industrial output was especially 
worrisome. In 1981-82, the average annual growth was then 2Vfe 
percent, about half the rate called for in the 1981-85 plan. Two de­
velopments during this period were particularly noteworthy. The 
slowdown was evident in practically every industrial branch, and 
the productivity of labor and capital employed in industry was 
down dramatically. 

Within industry, the growth of energy production in the U.S.S.R. 
has decelerated significantly; while gas output grew rapidly in 1981 
and 1982, raw coal output increased in 1982 for the first time since 
1978. After three decades of growth, oil production in the U.S.S.R. 
has begun to level off, although the prospects for the future are 
considerably better than we once believed. 

Based on some extensive research over the past 2 years, we now 
estimate that the combined output of Soviet oil, natural gas, and 
coal will increase by 10 to 12 percent in 1981-85, compared with 
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the 22 percent achieved in 1976-80. In the latter half of the decade, 
energy production will be about 6 percent greater than in 1981-85. 
Oil production probably will plateau by the middle of this decade 
and then subside slowly by 1990. All things considered, the energy 
picture implies much less of a constraint on growth of the domestic 
economy than we thought last summer. 

Shortfalls in the general availability of raw materials were a 
major reason for the marked slowdown in industrial production in 
1981-82. Declining growth in production of coal and its deteriorat­
ing quality, for example, hurt electric power and ferrous metallur­
gy. Shortages of electric power, in turn, impaired the performance 
of industrial power customers, and an insufficient supply of steel 
products contributed to lower growth in machinery production. 

The low rate of growth in machinery output, only 3.2 percent 
during 1981-82, is about half the rate planned for 1981-85 and by 
far the lowest since World War II. Machine building is a pivotal 
sector, producing military hardware as well as consumer durables 
and machinery for investment. The hard choices facing Andropov 
are most evident in this sector. 

The value of agricultural output, almost the same in 1981 as in 
1980, increased by somewhat more than 3 percent in 1982. [Securi­
ty deletion.] 

Even with the 1982 rebound, farm output was still nearly 7 per­
cent below the 1978 peak year level. 

A substantial share of the responsibility for the fall off in indus­
trial growth must be assigned to bottlenecks in the transportation 
of both raw materials and finished products. Total freight turnover, 
which has increased at an annual rate of 3.5 percent during 1976-
80, actually fell last year. The principal culprit has been the rail­
roads, which shoulder the major part of the transportation burden 
in the U.S.S.R. 

As Andropov noted in his early speeches, much remained to be 
done in the area of consumer welfare when he took office. Accord­
ing to our estimates, total per capita consumption increased in 
1981 by about 1 percent, but then declined in 1982 by about 1 per­
cent. Meanwhile, the availability of quality foods declined general­
ly. Per capita meat consumption, for instance, was down slightly in 
1982 from its peak 1979 level. 

The U.S.S.R. substantially improved its hard currency payments 
position in 1982, however. By strongly pushing oil exports and hold­
ing down imports, the Soviet Union slashed its hard currency trade 
deficit to $1.2 billion or about one-third of the deficit incurred in 
1981. By the end of the year, gross hard currency debt had fallen 
by an estimated $800 million and totaled about $20 billion. Assets 
held in Western banks were a record high $10 billion at the end of 
last year. 

MILITARY OUTLAYS 

Mr. Chairman, I have just reviewed the general performance of 
the Soviet economy during the last 2 years. Let me turn now to the 
particular issue of the cost of Soviet military programs. 
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As we noted in our submission to your subcommittee,1 our latest 
estimate indicates that Soviet outlays in constant prices have lev­
eled off since 1976 in at least one major area: procurement of mili­
tary hardware. Costs in all all other categories of Soviet defense 
continued to grow over the entire 1972-81 period. [Security dele­
tion.] 

As General Bissell indicated in his June testimony, DIA esti­
mates of weapons production also show flat or declining trends for 
major categories since the mid-1970's. The DIA's estimate of Soviet 
defense spending, which includes inflation, shows substantial 
growth in total defense and procurement costs, though at a some­
what slower rate since 1976. 

Senator PROXMIRE. When you say "includes inflation," you mean 
it does not adjust for inflation, and therefore, the increase includes 
the fact that prices were higher? 

Mr. GATES. Yes, sir. 
Senator PROXMIRE. So that if there were an adjustment for infla­

tion, then it would show a lesser increase; is that right? 
Mr. GATES. Yes, sir. That is right. 

REASONS FOR SLOWER MILITARY GROWTH 

The continued slow growth since 1976 seems related to a combi­
nation of complex factors, including technological problems, indus­
trial bottlenecks, and policy decisions. We know that a number of 
major Soviet weapons ran into technical delays that pushed their 
serial production back at least a few years. Raw material, energy, 
and transportation bottlenecks appear to have disrupted military 
production, just as they did civilian production during this period. 

The leadership, either anticipating these problems or in response 
to them, may have taken steps to stretch out military procurement. 
Moreover, decisions to comply with SALT I and the unratified 
SALT II treaty also may have slowed procurement in certain areas. 

I should note, however—and it is important to put this defense 
issue in context—that the costs of current Soviet military activities 
are very large, about 45 percent greater than those of the United 
States. Despite the plateau observed in the level of procurement, 
Soviet forces have produced some 2,000 ICBM and SLBM missiles, 
5,000 tactical combat and interceptor aircraft, 65 SSBN and attack 
submarines, and some 31 major surface combatants since 1975. 
Thus, even with reduced growth, they could still introduce many 
systems and continue to improve their forces throughout this 
decade. Indeed, we have noted a continuing expansion of Soviet in­
dustrial capability associated with the production of weapons, and 
we also would note the large number of military R&D programs 
underway, both of which position the Soviets to return to their ear­
lier rates of defense growth, should they overcome some of these 
other problems. 

I would also note that this decline takes place in the context of 
the overall economic decline and that the rate of spending on de­
fense remains about 13 to 14 percent of gross national product, 
where it has been for the past decade or more. 

1 See submission (briefing paper) beginning on p. 293. 
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As the first 2 years of the 1981-85 plan neared completion, it 
must have become clear to Soviet leaders that their economic strat­
egy was not working. Nonetheless, on the basis of information pub­
lished in the 1983 plan and what has happened since, we conclude 
that Andropov is still basically holding to the course set by Brezh­
nev. In particular, it does not appear that Andropov has acceler­
ated Soviet military spending. There are also no indications of sig­
nificant change in agricultural policy since Andropov took power. 
The priority the leadership has given the food program mirrors an 
apparent high preoccupation with living standards. 

ANDROPOV INITIATIVES 

Aside from its agricultural policies, the new regime has shown 
concern for the welfare of the population by a flurry of decrees 
published this year which call for more attention to consumer-re­
lated programs. Nevertheless, the regime has very little room for 
maneuver on consumer issues until the food program pays some 
return and until more investment can be spared for the production 
of soft goods and consumer durables. 

The major new element of economic policy this year is the disci­
pline campaign. Andropov does not believe that greater discipline 
alone will cure the economy's ills, but he sees it as a necessary be­
ginning. Although the campaign is designed to tighten discipline 
all around, it so far appears to be directed primarily against blue-
collar workers. In the more sensitive area of reforming planning 
and management, the new regime has introduced only some very 
limited measures to decentralize decisionmaking in both industry 
and agriculture. These are described in some detail in our submis­
sion. 

ECONOMIC PERFORMANCE IN 1983 

Turning now to the outlook for 1983, we believe that some of the 
economic pressures on the Andropov leadership will ease slightly 
this year. Based on statistics available for the first 7 months of 
1983, we estimate the GNP will rise by 3.5 to 4 percent, well above 
the approximately 2-percent rate of growth achieved in both 1981 
and 1982. 

All major sectors of the economy are doing better this year. The 
rebound in industry reflects a comparison with an exceedingly poor 
first half of 1982. It also owes much to the better-than-normal 
winter and spring weather conditions which eased transportation 
blockages and permitted some rebuilding of stocks of fuel and other 
inputs less in demand when the weather is mild. We estimate that 
industrial production will grow by about 3 percent this year, some­
what more than the 2V2-percent annual rate in 1982. 

Following 4 consecutive years of poor agricultural performance a 
substantial recovery is in the cards for 1983. We expect total farm 
output to increase by about 7 to 8 percent, compared with slightly 
more than 3 percent in 1982, and almost no growth in 1981. Bar­
ring a major deterioration in weather conditions, a grain harvest of 
about 200 million tons is likely according to USDA projections, the 
best crop since the 1978 record crop of 237 million tons. The out­
look for the other major crops is also good. 
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On the other hand, the new regime, which apparently came to 
power with the support of the military, may well be under pressure 
to speed up defense spending. Opening the spigot wider would be 
costly. Any sharp acceleration of the level of military procurement 
will make it much more difficult for Moscow to solve its general 
economic problems. Andropov must soon decide how to approach 
the defense spending and resource allocation issue because the 
planning cycle for the 1986-90 plan is already underway. 

LONGER TERM PROSPECTS 

A stronger economic showing this year would help Andropov po­
litically but it would not, in our view, foreshadow a higher rate of 
growth over the longer term. As we say in the submission you have 
received, the problems that have constrained growth in the late 
1970's have not gone away. In fact, some of them are just reaching 
peak severity. 

Most important, because of the slower growth of labor and cap­
ital expected in the remainder of the 1980's long-term growth 
would have to be sustained by increases in the combined productiv­
ity of labor and capital. A turnaround in productivity trends is not 
likely, however, without fundamental change in the economic 
system and until worker incentives are improved. But the regime's 
present strategy for spurring efficiency seems unequal to the task. 

For example, long cultural conditioning of the work force and 
the difficulty of reversing trends entrenched for the last 20 years 
will present substantial obstacles to broad use of increased wage 
differentials to stimulate productivity. Serious obstacles also stand 
in the way of continued implementation of the discipline campaign. 
Public tolerance of a tough discipline drive 30 years after Stalin is 
likely to be tenuous and transitory. In the current labor market, 
moreover, management will be reluctant to crack down on workers 
who can easily quit and find jobs elsewhere, often at higher pay. 

POSSIBILITIES FOR IMPROVEMENT 

The regime could improve the performance of the economy in a 
number of ways. The current investment plan, for instance, is lop­
sided and lacks balance, stressing the development of energy and 
agriculture at the expense of most other sectors vital to economic 
growth. A greater return could probably be achieved by shifting 
more investment to sectors such as machine building, transporta­
tion, and ferrous metal. In this connection, holding down growth in 
defense spending would free up resources that could be used to bol­
ster the civilian economy. Some gains could also be achieved by 
identifying those areas in the economy where mismanagement and 
administrative inefficiency are worse and replacing the managers 
at all levels with more competent people. 

The greatest potential for reviving economic growth, however, 
lies in more radical measures that would alter Soviet economic 
mechanisms. The major constraint, however, in changing the 
Soviet economic system is that Andropov and the rest of the leader­
ship, for compelling economic and political reasons, will not dis­
mantle a command economy and replace it with some form of 
market socialism. Given Andropov's emphasis thus far on study 
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and small-scale experiments, we think that reforms of organization 
and management will have little impact on the economy in the 
next years. Indeed, the improved performance in 1983 may even 
reduce the pressure for economic change in the shortrun. 

DEVELOPMENTS IN CHINESE ECONOMY 

Now, Mr. Chairman, I would like to conclude my summary re­
marks with a few observations on recent developments on the Chi­
nese economy. 

The Chinese economy today is in much better shape than it was 
a few years ago. Progress can be seen in the substantial improve­
ments in personal incomes and consumption, in the remarkable 
growth in agriculture, and in the expansion of foreign trade. There 
is now a sense of direction and purpose to economic policies. The 
new Sixth five-year plan for 1981-85, approved last December, pro­
vides a reasonably well-defined policy framework, something that 
had not existed since the 1950's. During the Culture Revolution, 
1966 to 1976, China's planning apparatus was dismantled, and 
plans reportedly consisted of little more than targets for a few im­
portant commodities. 

In several respects, however, economic progress has proved elu­
sive. The appalling waste and inefficiency that characterized the 
Chinese economy in the 1970's remains equally serious today. Para­
doxically, management reforms designed to reduce waste by 
strengthening the profit motive and decentralizing financial deci­
sionmaking have also made it more difficult to complete urgently 
needed projects in bottleneck sectors such as energy and transpor­
tation. 

Last year the investment plan called for only a nominal increase 
in capital construction. By the end of the year, actual spending was 
up over 25 percent. Almost half the increase came from unplanned 
spending by enterprises financed from retained profits permitted 
under new government rules. This surge in investment, as in 1980, 
stretched existing supplies of scarce building materials and made it 
more difficult to guarantee cement, steel, glass, and the like, to pri­
ority projects. 

This failure to meet completion targets for critical energy and 
transport projects is at the center of current policy discussions in 
Peking. Only slightly less important is how to insure further im­
provements in living standards and consumption in the face of 
large investment requirements. 

PERFORMANCE IN 1982 

1982 was fairly typical of recent years. Overall economic growth 
was at least moderate to good. GNP and industrial production each 
increased more than 7 percent. Energy production rose by 5.7 per­
cent, easing what is still the major constraint on growth, while ag­
ricultural output, benefiting from favorable weather and a continu­
ation of liberal policies, grew by a remarkable 11 percent. 

Despite the fact that increases in personal incomes were slightly 
smaller than in 1981, Peking still had problems providing adequate 
supplies of consumer goods. Chinese consumers, not finding what 
they want in the stores, continued to deposit large sums of money 



218 

in savings accounts, and inventories of rejected merchandise con­
tinued to pile up. The population also was faced with a rise in 
urban unemployment, which perhaps reached 10 percent, and an 
inflation rate of between 5 and 10 percent. 

At the end of 1982, China was in its strongest international fi­
nancial position ever. Foreign exchange reserves stood at over $11 
billion, more than double the year earlier total. Most of the in­
crease in reserves, however, came as a result of cuts in imports 
which fell by 10 percent. With exports growing by over 3 percent, 
the trade surplus reached $6.3 billion. 

Import cuts also had an impact on Sino-U.S. trade. China contin­
ued to run a deficit, although that deficit shrank in 1982. A 21-per­
cent increase in Chinese exports, combined with a 19-percent de­
cline in their imports, reduced China's trade deficit with the 
United States from $1.7 billion in 1981 to $0.6 billion last year. Chi­
nese sales of textiles to the United States were up 34 percent and 
the purchases of U.S. grain were up 5 percent on a volume basis. A 
60-percent decline in imports of textile fibers seems to have been 
unrelated to the Sino-U.S. textile dispute. It appears instead to 
have been a matter of the Chinese having excessive inventories of 
fiber. 

PERFORMANCE IN 1983 

The first half of 1983 has been a continuation of some of the 
more unwelcome developments of 1982. Investment spending has 
continued to grow at a 20-percent pace, prodding the regime to 
review the construction program and to halt or drop lower priority 
projects. Too rapid growth in heavy industry continues to squeeze 
consumer goods production. During the first 6 months of this year 
heavy industrial output rose by 12.2 percent over the year earlier 
period. The annual target is 3.9 percent. Light industry grew by 
only 5.4 percent. 

REFORMS 

Earlier I mentioned management reforms. Since the late 1980's 
China has experimented with management reforms in practically 
every sector of the economy. The basic thrust has been to decen­
tralize decisionmaking and attempt to boost production and effi­
ciency. 

Reforms in agriculture have shown the most striking success. Es­
sentially, these have entailed a reduction of the government's role 
in production and marketing decisions. Most of these decisions ap­
parently are now made by farm households or by individual farm­
ers. We believe these changes have been very important in agricul­
tural growth since the late 1970's, but—and this is a major compli­
cation—Peking also has raised prices for agricultural products. 
This by itself has probably been a considerable stimulus. 

In industry, the reforms have involved strengthening the profit 
motive and allowing enterprises to retain a portion of their profits. 
Intuitively, this type of reform is appealing, but because of major 
irrationalities in China's price system, the changes have not pro­
duced the desired effects. The reforms, moreover, have also provid-
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ed the funds for enterprises to carry out additional investment, re­
sulting in the overextended construction program mentioned earli­
er. 

In another interesting reform, Peking now permits individuals to 
open their own businesses, in some instances extending loans and 
allowing them to hire workers, usually only three or four, who are 
designated as apprentices. This more liberal stance on individual 
enterprises has been a very practical one for two reasons: large un­
employment and the extreme scarcity of personal service personnel 
such as barbers and appliance repairmen. On the whole, individual 
enterprises still are not terribly significant to the Chinese econo­
my, but they have grown rapidly. In 1978, there were only 150,000 
individual laborers in urban areas. By the end of 1982, there were 
1.5 million. Rapid growth, by any standard. 

Other reforms include increased use of domestic bank loans for 
investment, raising interest rates to allocate investment more ra­
tionally, encouraging direct contracts between producer and con­
sumer, allowing some product sales at prices that differ from State-
set prices, and providing free markets to allow peasants to sell 
their produce in urban and rural areas. 

The examples I have cited perhaps give you an idea of the type 
of reforms the Chinese are interested in. At this stage, judging 
their net impact on economic performance is very difficult. Cur­
rently, Peking has adopted a more cautious approach to economic 
reform. Because there are so many day-to-day problems that 
demand attention, and because they want to give more thought to 
the reform program, the Chinese leadership has postponed further 
major changes in the system until sometime after 1985, the end of 
the current "Five-Year Plan." 

Mr. Chairman, this concludes my summary on both the Soviet 
and Chinese economies. We would be pleased to take whatever 
questions you may have. 

[The prepared statement of Mr. Gates follows:] 
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P R E P A R E D S T A T E M E N T O F R O B E R T G A T E S 

The Soviet Economy 

I. Mr. Chairman, in inviting us to testify on the Soviet 

economy, you asked that we focus on economic policy changes 

under the new leadership and the significance of those 

changes, economic performance in 1982 and thus far in 1983, 

and the outlook over the next few years. You also requested 

that we discuss trends in the Soviet Union's allocation of 

resources to defense. 

A. Let me start with economic developments in the past two 

years. Last year and the year before, growth in Soviet 

gross national product (GNP) averaged about 2 percent per 

year, somewhat above the level attained during 1979-80 

but well below both the rate achieved during the 1970s 

and the rate implied by the 1981-85 Plan (figure 1 ) . 

B. The slowdown in the growth of industrial output was 

especially worrisome. 

1. In 1981-82, average annual growth was less than 2 1/2 

percent, about half the rate called for in the 1981-

85 Plan (figure 2 ) . 

2. Two developments during this period were particularly 

noteworthy: the slowdown was evident in practically 

every industrial branch, and the productivity of 

labor and capital employed in industry was down 

dramatically. 
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C. Within industry the growth of energy production in the 

USSR has decelerated significantly. 

1. After three decades of growth, oil production in the 

USSR has begun to level off, although--as I will 

explain later--the prospects for the future are 

considerably better than we once thought. Production 

of oil (including gas condensate) has inched forward 

during the current five-year planning period and now 

stands at 12.4 million barrels per day. 

2. While gas output grew rapidly in 1981 and 1982, raw 

coal output increased in 1982 for the first time 

since 1978. 

3. Shortfalls in the general availability of raw 

materials were a major reason for the marked slowdown 

in industrial production in 1981-82 (figure 3 ) . 

Declining growth-in production of coal and its 

deteriorating quality, for example, hurt electric 

power and ferrous metallurgy. Shortages of electric 

power, in turn, impaired the performance of 

industrial power customers, and an insufficient 

supply of steel products contributed to the lower 

growth in machinery production. 

D. Stagnation in the output of rolled steel products in 

1981-82 held back growth in machinery. 

1. Machinebui1ding is a pivotal sector, producing 

military hardware as well as consumer durables and 

machinery for Investment. 
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l. The low rate of growth of machinery output—only 3.2 

percent annually during 1981-82—Is about half the 

rate planned for 1981-85 and by far the lowest since 

World War II. 

3. The hard choices on resource allocation facing 

Andropov are aost evident In the this sector. At 

current levels of Investment, deaand for machinery 

and equlpaent for doaestlc Investment Is rising by as 

auch as 7-9 percent per year. 

4. Meanwhile, the regime would like to push production 

of consuaer durables so as to reduce soae of the 

unsatisfied deaand In consuaer markets. 

5. But the 3-percent average annual growth achieved In 

1981-82 suggests that the goals for total production 

of machinery are unlikely to be met In the near 

future. 

6. The pressure on allocations to Investment and the 

consumer could be eased in the near term in two ways: 

by holding down the growth in production of military 

hardware and by Increasing net imports of 

machinery. In the longer term, more investment 1n 

the machinery sector and Its supporting branches is 

needed. 

The growth of output 1n light industry and food 

processing during 1981-82 paralleled that of Industry as 

a whole. 

1. Despite large Imports of grain, sugar, and other farm 
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products, shortages of agricultural raw materials 

contributed to the weak performance of food 

processing and (to a much lesser extent) of light 

industry in 1981-82. 

F. The value of agricultural output, almost the same in 1981 

as in 1980, increased by somewhat more than 3 percent in 

1982. USDA estimates grain production at 180 million 

tons last year--an increase of 20 million tons over 1981 

but some 55 million tons short of plan. 

1. In the crucial livestock sector, meat output rose 

only fractionally in 1982 while milk production 

turned upward for the first time since 1977. 

2. Even with the 1982 rebound, farm output was still 

nearly 7 percent below the 1978 peak-year level. In 

fact, the results for 1981-82 have put most of the 

11th Five-Year Plan agricultural production goals 

beyond reach. 

G. A substantial share of the responsibility for the falloff 

in industrial growth must be assigned to bottlenecks in 

the transportation of both raw materials and finished 

products. 

1. Plants were shut down intermittently, production 

lines were disrupted as machines and workers stood 

idle for lack of raw materials, and finished products 

piled up on loading docks. 

2. Total freight turnover, which had increased at an 

annual rate of 3.5 percent during 1976-80, actually 
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fell slightly last year. 

3. The principal culprit has been the railroads, which 

shoulder the major part of the transportation burden 

in the USSR. 

H. As Andropov noted In his early speeches, much remained to 

be done in the area of consumer welfare when he took 

office. 

1. According to our estimates, total per capita 

consumption Increased in 1981 by about one percent--

but then declined in 1982 by almost one percent. 

2. Meanwhile, the availability of quality foods declined 

generally. Per capita meat consumption, for 

instance, was down slightly In 1982 from Its peak 

1979 level. 

3. Some signs of unrest--such as short-lived work 

stoppages — occurred during 1981-82, but expressions 

of discontent generally were contained or averted. 

Faced with long lines at state outlets, consumers 

dealt with the shortages in ways that did not 

threaten the regime--by buying higher-priced foods in 

the officially sanctioned free markets, for example, 

and through barter and black-market activity. 

I. After coping successfully with an earlier runup of hard 

currency debt, the USSR was hit in 1981 by a rising 

agricultural import bill and the need to provide hard 

currency assistance to Poland. 

1. The volume of grain purchases jumped by more than 
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one-third, to 39 million tons. The deficit on 

merchandise trade rose to $4 billion, compared with 

$2.5 billion in 1980. 

2. The gap would have been even higher had Moscow not 

pushed exports (mainly oil) and trimmed imports 

(mainly machinery and equipment) in the last half of 

1981. 

3. The Soviets Improved their hard currency payments 

position in 1982. By strongly pushing oil exports 

and holding down imports, the USSR slashed its hard 

currency trade deficit to $1.3 billion, or one-third 

of the deficit incurred in 1981. 

4. The easing of its hard currency payments position, 

coupled with a probable fall in hard currency 

assistance to Poland, allowed Moscow to reduce its 

hard currency debt in 1982. By the end of the year, 

gross debt had fallen by an estimated $800 million 

and totaled $20.1 billion. Assets in Western banks 

were a record-high $10 billion at the end of last 

yea r. 

II. Mr. Chairman, I have just reviewed the general performance of 

the Soviet economy during the last two years. Let me now 

turn to the particular issue of Soviet military 

expenditures. Our approach to defense-spending estimates 

yields much more confidence in medium- and long-term trends 

than year-to-year movements. Consequently, I will discuss 

our estimates for the period since 1970. 
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A. Our latest estimate of Soviet military expenditures 

indicates that defense spending in constant 1970 ruble 

prices continues to Increase. 

1. Unlike our past estimates, however, the new evidence 

incorporated in our present estimate indicates that 

Soviet expenditures hav^leveled offj^ince 1976 in at 

least one major area, procurement of military 

hardware. 

2. Total Soviet defense costs, measured in constant 1970 

rubles, grew at an average annual rate of 4-5 percent 

during 1966-76 (about the same as reported In earlier 

estimates). 

3. Our new estimate, however, shows that like overall 

economic growth the rise in the total cost of defense 

since 1976 has been siower--about 2 percent a year. 

4. The rate of growth of overall defense costs 1s lower 

because procurement of military hardware--the largest 

category of defense spending--was almost flat in 

1976-81. 

B. New Information indicates that the Soviets did not field 

weapons as rapidly after 1976 as before. 

1. Practically all major categories of Soviet weapons 

were affected--m1ssi1es , aircraft, and ships. This 

phenomenon was only partially offset by the tendency 

of newer, more sophisticated weapon systems to cost 

more. 

2. Costs in all other categories of Soviet defense 
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continued to grow at historic rates over the entire 

1972-81 period. Operations and maintenance costs, 

for example, grew by 3-4 percent annually; personnel 

costs increased by slightly less than 2 percent a 

year. 

3. Meanwhile, the burden of defense in the USSR--the 

share of GNP devoted to defense--remained roughly 

constant at 13-14 percent through the 1970s because 

defense and GNP have grown at about the same rate. 

We had previously forecast that the defense share 

would increase by one-percentage point in the early 

1980s. 

C. The slowdown in the growth of military procurement cannot 

be explained by any single factor. 

1. Initially at least, the absence of growth in military 

procurement might have been attributed to natural 

lulls in production as older weapon programs were 

phased out before new ones began. The extended 

nature of the slowdown, however, goes far beyond 

normal dips in procurement cycles, which usually have 

lasted no more than a year or so. 

2. The continued slow growth since the late 197 0s__s_fcejas 

instead related to a combination of complex factors 

including technological problems, industrial 

bottlenecks, and policy decisions: 

a. A number of major Soviet weapons ran may have run 

into technical delays that pushed their serial 
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production back at least a few years. 

Raw material, energy, and transportation 

bottlenecks could have disrupted military 

production just as they did civilian production 

during this period. 

c. The leadership, either anticipating these 

problems or in response to them, may have taken 

steps to stretch out military rocurement. 

d. Decisions to comply with SALT I and the 

unratified SALT II treaty also may have slowed 

the pace of procurement in certain areas. 

III. The sluggish performance of the Soviet economy In 1981-82 

partly reflected circumstances that were beyond the 

leadership's control. It stemmed mainly, however, from 

resource allocation decisions made earlier and from long 

standing flaws 1n the USSR's system of planning and 

admi ni strati on. 

A. First, I will 11st briefly some of the external factors 

bearing on the economy. 

1. Poor weather, drought in particular, continued to 

plague the farm sector during 1981-82 as the USSR 

suffered Its third and fourth consecutive poor grain 

harvests. 

2. To a lesser extent, harsh weather also hindered 

construction, transportation, and industry, 

especially the production of electric power--a input 

critical to all sectors of the economy. 
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3. Economic performance was affected also by a reduction 

1n the number of people entering the labor force. 

Increments to the working-age population have been 

declining since the mid-1970s because of the lower 

birth rates of the 1960s, an increase in the number 

of workers reaching retirement age, and a rising 

mortality r'te among males in the 25-to-44 age range. 

4. A third factor beyond the leadership's control was 

the continued escalation of the cost of extracting, 

refining, and transporting fuels and raw materials. 

Even though the Soviet Union is endowed with enormous 

quantities and a wide variety of raw materials, these 

materials in many instances have become Increasingly 

inaccessible and the cost of exploiting them has 

risen sharply. 

Some of the difficulties of the Soviet economy in 1981-82 

were the result of deliberate policy choices. At a time 

when investment needs were rising rapidly, the 1981-85 

Plan called for Jjivestment spending to grow by less than 

2 percent per year. 

1. The marked slowdown, while partly forced upon the 

leadership by production constraints in the capital 

goods industries, also reflects a conscious attempt 

to switch to a more intensive pattern of growth--that 

is, growth through more efficient use of resources 

and more rapid technological progress. 

2. But the assumption that slower growth in investment 



234 

•*»*< s* csvs«ste*t m*t» '*s*tj f»*»ctT»1ty did not 

IMit s»t. Capita! >ro*»cti»'tj i* industry 

c**t«»»ed to ««clitt at tke save annual rate of 4 to 

5 percent experienced la the last half of the 1970s. 

3. S*«1et planners also have Bade costly errors la 

allocating Investment resources. 

a. la soaie cases. Investment in large-scale 

capacities for Improving the quality of ran 

Materials such as iron ore has beea emphasized at 

the cost of modernizing capacities for finished 

products. 

b. In other cases the planners have Increased the 

Soviet capacity for manufacturing Intermediate 

and finished products while neglecting to develop 

the raw material supplies essential to ensuring 

full use of that capacity. 

C. Underlying all of the other factors tending to brake 

economic growth Is the Soviet system of planning. 

Economic planning and management are highly centralized, 

with key resources allocated by administrative fiat. 

1. As the economy has grown in size and complexity, It 

has become more difficult to manage. Moreover, as in 

previous plans, many of the key 1981-85 goals are 

unrealistic, based on projected productivity 

increases that cannot possibly be met. 

2. The result 1s to intensify the pressure on lower 

level managers to protect themselves through such 
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practices as the hoarding of material and labor 

resources — and thus to aggravate already serious 

bottlenecks. 

IV. As the first two years of the 1981-85 Plan neared completion, 

it must have become clear to Soviet leaders that their 

economic strategy was not working. Nonetheless, on the basis 

of information published on the 1983 plan and what has 

happened since, we conclude that Andropov is still holding 

mainly to the course set by Brezhnev. The possible exception 

is investment policy. 

A. Because capital formation is so Important 1n determining 

the directions of economic development, investment plans 

provide particularly useful clues to Soviet economic 

pol1cy. 

1. The investment policy laid down 1n the 1981-85 Plan 

called for the lowest rate of Investment growth in 

the post-World War II era--about ^ p e r c e n t per year 

on average. 

2. Investment was scheduled to rise by nearly ^ p e r c e n t 

in 1983, slightly above plan. But results for the 

first six months indicate that investment may be 

growing at a much faster rate. Incomplete returns 

indicate that investment increased by 6 percent 

compared with first half 1982. 

3. The step-up in investment could signify a change in 

economic policy. 

a. Indeed, the premise that Increases in 



productivity required by the 1981-85 Plan are 

compatible with a slowing rate of Investment has 

been challenged vigorously in the Soviet Union 

over the last two years, 

b. The sharp Increase In Investment growth in first-

half 1983 could mean that the proponents of 

higher investment spending are winning out. 

B. Andropov's position on the share of resources that should 

go to the military 1s unclear. 

1. In his November 1982 plenum speech, he stated only 

that "defense requirements as usual have been 

sufficiently taken into account." During a hlghly-

publldzed visit to a Moscow machine-tool factory, 

however, he Implied that a healthy economy is a 

precondition of military power--suggesting that 

defense could no longer count on retaining 

unquestionable priority in the distribution of 

resources. 

2. The little evidence that is available indicates 

Andropov has not accelerated Soviet military 

spending. For example, the leveling off of weapons 

procurement In recent years has been accompanied by 

an increase in the share of machinery alloted to 

civilian uses. That trend, as noted above, appears 

to have continued in both 1982 and 1983. 

3. H h U e we cannot be sure what Andropov's policy is, or 

will be, Soviet military capabilities will still 
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Increase substantially over the next several years 

even 1f procurement of ml 1 Itary .hardware does not 

1 ncrease. 

a. The USSR 1s already Investing so much in military 

hardware that merely continuing procurement at 

the existing level would provide very large 

annual increments 1n holdings of military 

equipment. With level procurement, the Soviets, 

for example, have added substantial quantities of 

strategic and conventional weapon systems. 

b. To put 1t another way, defense programs show that 

despite somewhat slower growth 1n recent years 

the costs of Soviet defense activities still 

exceed those of the United States by a large 

margin. In 1981 the dollar costs of Soviet 

defense activities were 45 percent greater than 

US outlays; procurement costs alone were also 45 

percent larger. 

There also are no indications of significant change in 

agricultural policy since Andropov took power. 

1. Plans for crop production 1n 1983 have been set 

largely at the levels Indicated originally 1n the 

11th Five-Year Plan, and the General Secretary also 

appears to have thrown his full support to Brezhnev's 

Food Program. 

2. Mikhail Gorbachev, the Soviet agricultural czar, has 

been lobbying hard for the more rapid and effective 
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Implementation of the part of the program dealing 

with structural reorganization, which has been 

resisted by the ministries and state committees 

involved. 

3. Andropov's support of the Food Program 1s also 

indicated by the continued large share of investment 

allocated to agriculture and the sectors supporting 

1t in 1983--almost one-third. 

The priority the leadership has given the Food Program 

mirrors an apparent high-level preoccupation with living 

standards. Judging from Soviet press reporting on 

Politburo meetings, for instance, the Andropov government 

has devoted more time to agriculture than any other 

domestic issue. 

1. Aside from its agricultural policies, the new regime 

has shown concern for the welfare of the population 

by a flurry of decrees has been published this year 

calling for more attention to consumer-related 

programs. 

2. The regime is also continuing the campaign initiated 

under Brezhnev to increase the production of consumer 

goods in heavy industry and may intend to import more 

machinery for use in consumer industries. 

3. Nevertheless, the regime has little room for maneuver 

on consumer issues until the Food Program pays some 

return and until more investment can be spared for 

the production of soft goods and consumer durables. 



4. In his June plenum speech, in fact, Andropov stressed 

that improvement in the standard of living will be 

slow. Increases in income, he has maintained on 

several occasions, must be closely linked to 

increases in labor productivity. 

The foreign trade plan for 1983 suggests that Moscow 

still is bent on increasing trade wjth_1ts Warsaw Pact 

partners and other Communist countries at the expense of 

trade with the West. 

1. Eastern Europe, however, has reason to be suspicious 

of the renewed emphasis on intra-CEMA ties. The 

Soviets have already reduced oil exports to Eastern 

Europe, and 1t is unlikely that Soviet shipments of 

oil or other raw materials will Increase in the 

future. Eastern Europe may also believe that, given 

the USSR's own economic problems, Soviet assistance--

for example, credits in the form of large trade 

surpluses--will diminish. 

2. The East Europeans--facing critical economic and 

financial problems of their own--will be neither 

willing nor able to provide the USSR much assistance 

in providing substitutes for Imports from the West. 

3. On the other hand, Moscow may be more willing now 

than in the past to squeeze Eastern Europe. Martial 

law appears to have controlled civil unrest in 

Poland, and there has been little overt discontent 1n 

any of the other East European countries despite 
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harder economic times. 

The major new element of economic policy this year Is the 

discipline campaign. 

1. Andropov does not believe that greater discipline 

alone will cure the economy's ills, but he sees it as 

a necessary beginning. He apparently is confident 

that coercion or the threat of coercion can increase 

worker discipline and that greater discipline will 

raise productivity. 

2. The campaign is designed to tighten discipline all 

around, including management discipline. Andropov 

has, in fact, fired some allegedly corrupt or 

incompetent officials. 

3. To date, however, the campaign appears to have been 

directed primarily against blue-collar workers. In 

particular, the regime has sought to compel workers 

to put in a full day's work. 

4. Another phase in the campaign was introduced this 

August. A new decree introduced sanctions (loss of 

vacation, loss of pay, and even dismissal) against 

workers AWOL or drunk on the job and offered 

financial rewards to more productive laborers. 

Judging from leadership statements, additional 

measures to reinforce labor's commitment to better 

job performance are likely to be forthcoming. 

In the more ideological sensitive area of reforming the 

planning and management of the economy, the new regime 
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has introduced some limited measures designed to 

decentralize decisionmaking in both Industry and 

agriculture. 

1. A mid-July joint party-government decree is the most 

comprehensive step in this direction to date. This 

"economic experiment" involves five Industrial 

ministries and will begin in January 1984. The 

decree gives enterprise management more latitude 1n 

using investment and wage funds, largely in an effort 

to spur technological change and innovation. It also 

ties worker and management benefits more closely to 

enterprise performance, with contract fulfillment as 

a key success indicator. 

2. Andropov's endorsement of small labor teams in 

industry and agriculture also qualifies as an attempt 

to Increase local Initiative in the decisionmaking 

process, this time at the lowest production level. 

The brigade organization ofjjidustrial labor and 

jEPj.lectl.ye .contract system for farm workers allows 

the enterprises increased flexibility but at the same 

time make profits and wages more dependent upon final 

results. 

Turning now to the outlook for 1983, we believe that some of 

the economic pressures on the Andropov leadership should ease 

siIghtly thi s year. 

A. Based on statistics available for the first seven months 

of 1983, we estimate that GNP will rise by 3.5 to 4 
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percent--wt11 above the approximately 2-percent rate of 

growth achieved in both 1981 and 1982 and close to the 4-

percent annual rate of growth implicit in the 1981-85 

Plan. 

1. All major sectors of the economy are doing better 

this year. After several years of steady decline, 

for example, industrial performance has begun to 

improve. Industrial production was almost 4 percent 

higher in the first seven months of 1983 than in the 

comparable period of 1982. 

2. The^ rebound in industry probably owes much to the 

better than normal winter and spring weather 

conditions, which permitted some rebuilding of stocks 

of fuels and other inputs less in demand when the 

weather is mild. Most important, better weather 

appears to have eased transportation difficulties, 

thus relieving bottlenecks generally. 

3. Other factors that have contributed to improved 

industrial performance Include recent additions to 

capacity, notably in steel and chemicals; managerial 

personnel changes; and perhaps greater effort 

reflecting a sense that, with the change of 

leadership, a period of drift had ended. 

4. In this connection, the discipline campaign probably 

played a part in the recovery from the poor 

performance of 1981-82. 

On balance, however, the role of the Andropov 
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administration in the industrial recovery seems to be 

minor. The production gains reported thus far reflect in 

large part recovery from the poor performance at the 

beginning of 1982. 

1. Output of most industrial commodities actually began 

to pick up on a seasonally-adjusted basis in mid-

1982, so that the overall contrast between the two 

years will not be so favorable to 1983 by yearend 

(fi gure 4 ) . 

2. We estimate that industrial production will grow 

about 3 percent this year, somewhat higher than the 

2V2 percent annual rate of growth achieved in 1981-

82. Under Andropov, industrial production has 

returned to the growth path characteristic of 1978-

82, not to the higher rates of earlier periods. 

C. Following four consecutive years of poor agricultural 

performance a substantial recovery is in the cards for 

Soviet agriculture in 1983. 

1. We expect total farm output to increase by about 7-8 

percent compared with somewhat more than 3 percent in 

1982 and almost no growth in 1981. 

2. Barring a major deterioration in weather conditions, 

according to USDA, a grain harvest of_200 million 

tons is likely, the best crop since th£ 1978 record 

of 237 million tons. The outlook for other major 

crops is also good. 

D. The new trend we have observed 1n military procurement, 
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Figure 4 

USSR: Deviation of Industrial Production 
From Recent Trend* 
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Figure 4 (cont.) 
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* The monthly production indexes are calculated from a smaller 
sample of commodities than those represented in the annual 
production indexes. The average trend rate of growth shown for 
1978-82 in this figure will therefore differ from those based on 
full-year data. Nevertheless, we believe that the samples used 
in extending the monthly indexes are comprehensive enough to 
signal changes in growth rates over time, or—as in this figure-
to compare performance pre-Andropov and post-Andropov. 
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together with continuing domestic economic problems and 

the recent political succession, does raise Important 

questions about the future of the Soviet defense effort. 

1. We previously had estimated that defense spending 

would continue to grow in real terms through at least 

1985. 

2. We still consider that likely. The question Is 

whether the Soviets will rebound from the procurement 

slowdown, so that defense spending will return -to (or 

even exceed) the 4 to 5 -percent average annual 

growth rate of 1966-76, or whether much slower growth 

1n procurement will slow the Increase in overall 

expenditures for some time. 

3. Because we do not fully understand the causes of the 

slowdown, we cannot provide a reliable answer. 

The new regime, which apparently came to power with the 

support of the military, may well be under pressure to 

speed up defense spending to counter a resurgent Western 

mi 11 tary effort. 

1. If a decision has been or is being made to open the 

defense spigot wider at the cost of squeezing 

civilian investment programs and the consumer, the 

Soviets can quickly increase the procurement of 

hardware already in production. 

2. It would take time, however, for them to overcome the 

. technical and manufacturing problems associated with 

the development of new weapon systems. As I said 
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earlier, these problems apparently have contributed 

to the recent procurement slowdown; some appear 

pervasive and will be difficult to correct. 

3. Opening the spigot wider would also be costly. Any 

sharp acceleration of the level of military 

procurement will make it much more difficult for 

Moscow to solve its general economic problems and 

could over the long run erode the economic base of 

the military-industrial complex. 

4. What is certain is that Andropov must soon decide how 

to approach the defense spending and resource 

allocation issue. The planning cycle for the 1986-90 

Plan is already under way; Andropov has alluded to it 

a number of times in his recent speeches. 

VI. A stronger economic showing this year would help Andropov 

politically, but it would not--1n our view--foreshadow a 

higher growth rate over the longer term. The problems that 
i — _ — . — . — i 

have constrained growth since the late 1970s have not gone 

away; some of them, in fact, are just now reaching peak 

severity. 

A. For example, the increment to the working age population-

-about 389,000 persons--wi11 be lower this year than at 

any time 1n the last two decades (figure 5) and will 

continue to diminish through 1986. 

1. Growth of the Soviet capital stock also will slow 

during the 1980s because of the slowdown in 

Investment that has occurred since 1975. 
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. . . . . . Figure 5 

USSR: Increments to the Working Age Population 
(Males 16-59, Females 16-54) 

Minion Parson* 
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2. Given the slower growth of labor and capital in the 

1980s, long term growth would have to be sustained by 

increases in the combined productivity of labor and 

capital. A turnaround in productivity trends is not 

likely, however, without fundamental change in the 

economi c system and until worker Incentives are 

improved. 

B. In addition, many of the unfavorable developments that 

have converged to slow industrial growth will continue to 

do so during the rest of 1980s. Because planned 

investment will be inadequate to add capacities needed 

for planned growth in output--especially in the 

extractive branches where both depletion rates and 

investment costs will continue to rise rapidly--shortages 

of raw materials and a deterioration in the quality of 

many materials are likely to continue. 

C. In agriculture, Andropov faces the same problems as 

Brezhnev in improving agricultural efficiency: 

bureaucratic resistance to changes in organization, weak 

incentives for farm workers, insufficent skills in the 

farm labor force to manage production and to use and 

maintain machinery properly, and a lack of sufficient 

infrastructure (roads, storage areas and the like) in 

rural areas. 

1. The greatest impediment, however, remains the failure 

to allow farms more freedom to make decisions at the 

local level about the composition of output and about 
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planting and harvesting schedules. 

2. Thus, we estimate that, although Moscow is placing 

increasing emphasis on agricultural self-sufficiency, 

imports of 20-30 million tons of grain and 2-3 

million tons of oilseeds and oilseed meal will be 

needed annually to support livestock expansion plans 

during the next several years, even with normal 

harvests. 

On the other hand, we believe that the Soviet energy 

situation will not seriously constrain economic growth 

during the 1980s. This judgment is based on our latest 

study of the Soviet oil industry and our resulting 

reassessment of Soviet energy prospects into the 1990s. 

The principal conclusions of these two studies are as 

fol1ows : 

1. The combined output of oil, natural gas, and coal 

will increase by 10 to 12 percent in 1981-85 compared 

with the 17 percent planned for this period and the 

22 percent achieved in 1976-80. In the latter half 

of the decade energy production will be about 6 

percent greater than in 1981-85. 

2. The Soviet Union has thus far averted the downturn in 

oil production that CIA had earlier predicted by 

virtue of an enormous development effort that has 

tapped a petroleum reserve base larger in size than 

we previously believed. The cost of doing this has 

been high, but we think that the Soviets have already 
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allocated enough investment resources to the oil 

industry to permit them to come close to their 

production target of 12.6 million b/d by 1985. 

3. Because Moscow is likely to continue to increase the 

total amount of economic resources going to the oil 

Industry during the 1986-90 Plan but at a slower 

rate, oil production probably will plateau by the 

middle of this decade and subsequently decline slowly 

to between 11 and 12 million b/d by 1990. 

4. Meanwhile, assuming careful domestic fuel management, 

scheduled deliveries of gas to Western Europe through 

the new export pipeline, and continued pressure on 

other CEMA countries to reduce their dependence on 

Soviet oil, total unconstrained demand for Soviet oil 

should continue to hover between 12 and 13 million 

b/d through the rest of the 1980s. 

5. All things considered, the energy picture implies a 

slight constraint on growth of the domestic economy, 

and, under a low scenario of energy output, reduced 

hard currency earnings as well. 

The regime's present strategy for spurring efficiency to 

overcome the negative trends in the economy seems unequal 

to the task. In his public statements^ for example, 

Andropov has harshly attacked the long-time practice of 

wage leveling because it conflicts with the priority the 

regime has assigned to raising labor productivity. 

1. But long cultural conditioning in the work force and 

an C M *-» 



252 

the difficulty of reversing trends entrenched for the 

last 20 years will present substantial obstacles to 

broad use of Increased wage differentials. 

2. Serious obstacles also stand in the way of continued 

Implementation of the discipline campaign. Public 

tolerance of a tough discipline drive 30 years after 

Stalin Is likely to be tenuous and transitory. In 

the current labor market, moreover, management will 

be reluctant to crack down on workers, who can easily 

quit and find jobs elsewhere, often at higher pay. 

Firing workers also goes against the grain of Soviet 

doctrine, which guarantees a right to a job. 

F. In our judgment, the regime will not be able to rely 

substantially on increased imports to relieve resource 

pressures in the domestic economy during this decade. 

1. Our projections indicate that--barring another round 

of splraling oil prices--Sov1et hard currency 

purchasing power will not rise significantly through 

1990. Consequently the USSR will have difficulty 

financing more than modest growth in hard currency 

imports unless it is willing to accept a sharp 

increase in its debt. 

2. Western credits are one--and a relatively immediate--

means of financing additional hard currency 

imports. But Soviet debt management policy would 

first have to become less conservative, and Western 

governments would probably have to provide 
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significantly greater encouragement and guarantees to 

Western banks. 

3. Nor will the Soviets be able to go much further 1n 

reducing net exports to Eastern Europe. Most East 

European countries are struggling to sustain some 

positive growth in GNP while putting their hard 

currency balances in order. 

The regime could improve the performance^ of the economy 

in a number of ways. 

1. Some investment resources, for instance, could be 

redirected to sectors where their payoff is greater 

than at the present time. The current investment 

plan is lopsided and lacks balance; It stresses 

development of energy and agriculture at the expense 

of other sectors also vital to economic growth. 

2. A greater return could probably be achieved by 

shi fti n g more invest ment to s_u_c_h_ secto r_s_ a s 

machinebui1 ding, transportation, and ferrous 

metals. Finally, hiding down growth 1_n_dje_fense 

spending would free up resources that could be used 

to bolster the civilian economy. 

3. Some gains could be achieved also by Identifying 

those areas in the economy where misjiajia_aement and 

administrative efficiency arewoj-st and replacing the 

managers responsible at all levels with more 

competent people. Indeed, Andropov has brought in a 

somwehat more innovative and more disciplined set of 
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officials to various sectors of the economy. 

H. The greatest potential for reviving economic growth, 

however, lies in more "radical" measures that would alter 

Soviet economic mechanisms. Indeed, unless the system 

changes to promote innovation or managerial initiative, a 

new generation of administrators would probably fall back 

into the practices of their predecessors. 

1. While we believe that caution and conservatism 

characterize Andropov's approach to economic change, 

we cannot rule out the possibility that he might yet 

introduce more innovative economic programs. 

2. Andropov's freedom of action in his first year as 

General Secretary probably has been restricted. He 

is bound by an annual economic plan made before 

Brezhnev's death and he is still much indebted to 

those who helped elevate him to power. 

I. The major constraint, however, in changing the Soviet 

economic system is that Andropov and the rest of the 

1eadership--for compelling cultural, economic, and 

political reasons--wi11 not dismantle the command economy 

and replace it with some form of market socialism. 

1. A planned economy is all Soviet leaders have ever 

known. They do not understand the economic rationale 

for markets and believe that, however efficiently 

markets may operate at the enterprise level, they 

necessarily produce chaotic results on a economy-wide 

scale. 
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2. Consequently, Andropov 1s likely to rely primarily on 

Brezhnev's legacy of programs and proposals for 

change worked out between 1978 and 1982. 

3. We are likely to see an Increase 1n the number and 

variety of reform proposals like the recently-

announced economic experiment. In his 15 August 

speech, Andropov said that changes would be made 

before the start of the 1986-90 Plan but that they 

would be undertaken carefully and only after 

unhurried evaluation of large scale experiments. In 

addition, a high level committee under the leadership 

of new Central Committee Secretary Nlkolay Ryzhkov 

was formed earlier this year to review the party's 

options for changing the economic system and given a 

year or more to report back. 

4. Given the emphasis on study and smal1-scale 

experiments, we think that reforms of organization 

and management will have little impact on the economy 

during the next few years. Indeed, the Improved 

performance in 1983 may even reduce the pressure for 

economic change in the short run. 

J. As we stressed In last December's testimony, however--and 

as a prospective growth rate of about 2 percent a year 

1mplies--the Soviet economy remains viable. Furthermore, 

the strains on that economy may be somewhat less severe 

than we thought a year ago. 

1. First, the outlook for oil production looks less 

unfavorable. To recapitulate, we now expect that 

production will hold roughly steady through the mid-

1980s and then will fall only gradually through 1990. 

2. Second, we have revised downward our estimates of how 

fast defense spending has been growing, Implying 

greater availability of resources for other uses than 

we had estimated earlier. 
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Senator PROXMIRE. Thank you very much, Chairman Gates. 

RELIABILITY OF SOVIET STATISTICS 

Chairman Gates, I would like to ask a rather basic question 
before getting into the substance of your testimony. 

The renewal of Soviet growth this year comes at a conspicuously 
convenient time for the leadership of the Soviet Union. After all, 
they have got a new leadership. They want to show they are doing 
well. China's economy has rebounded somewhat, and they are com­
peting in the Communist world with China. It would not look good 
if they had a new leadership and they had no growth or little 
growth, whereas China was moving ahead so rapidly. 

The United States is in a strong recovery. What I am getting at 
is the possibility of having figures cooked. I have been always sus­
picious of figures being cooked in this country. I do not think they 
are, because I have gone into this in considerable detail. It would 
be very hard to do it and very long. But in a Communist totalitar­
ian dictatorship, it seems to me that cooking the figures is much, 
much easier than it would be in our system. We have a probing 
press and Congress and so forth. 

Does the intelligence community have a way of verifying official 
Soviet economic statistics, or are you dependent for your knowl­
edge about the Soviet economic performance on what they tell us? 
And if so, is there any possibility that the current surge is the 
result of statistical manipulation? Could this be a Potemkin econo­
my? 

Mr. GATES. Mr. Chairman, let me make a couple of general ob­
servations and then ask Mr. Noren to address the issue of the va­
lidity of the statistics that we use. It strikes me that the improve­
ment in the performance of the Soviet economy is consistent with a 
couple of developments that would have been very difficult for the 
Soviets to invent. 

It stands to reason that the Soviet economy would show some im­
provement, in part due to the impact of good weather on agricul­
ture, and second, the effect of a mild winter last winter. There is 
no question but what the good weather and good luck have permit­
ted the Soviets to have better than usual harvest this year, for ex­
ample. By the same token, as mentioned in the testimony, a mild 
winter alleviated certain problems in the transportation sector, it 
allowed the Soviets to overcome some energy scarcity problems 
that they had in the preceding couple of years. So I think that 
those two aspects are fairly fundamental and underscore, as 
anyone in political life appreciates, the importance of luck. 

The other consideration that I would point out is the value of the 
symbolism of a new leadership itself and the very tough approach 
that Andropov has taken on the discipline. He clearly has had an 
impact at a number of different levels. We do not think it is one 
that can be sustained, but I do not think anyone at this table 
doubts that there have been some real short-term benefits from the 
application of the discipline campaign, in terms of both people both 
working harder, and in terms of being at the workplace and pat­
ting forth full effort. 

But with those general comments, let me ask 
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CAUSES OF IMPROVED PERFORMANCE 

Senator PROXMIRE. Before you yield, let me ask you, how much 
of this improvement—what proportion is the result of good weath­
er, good crops? I understood you to say something about a 3-percent 
improvement. Was that 1982? 

Mr. GATES. Jim. 
Mr. NOREN. The improvement is from 2-percent growth in GNP 

in 1982. We expect GNP to grow by SV2 percent to 4 percent this 
year. 

Senator PROXMIRE. I am talking about strictly the improvement 
in the crop performance. 

Mr. NOREN. All right, as for agricultural output, we expect it to 
increase about 7 percent, 8 percent this year. 

Senator PROXMIRE. 7 or 8 percent, I see. 
Mr. NOREN. Insofar as we could allocate the reasons for the in­

crease in GNP, the effect of higher agricultural production prob­
ably would be in the range of three-fourths of the 

Senator PROXMIRE. Three-fourths of the GNP was a result of the 
improved crops, better weather, and so forth? 

Mr. NOREN. The increase in agricultural production—the 6 or 7 
percent—would be the result of much better weather. 

Senator PROXMIRE. And about 25 percent or one-fourth, the 
result of rhetoric and 

Mr. NOREN. Rhetoric, the Andropov initiatives. 
Senator PROXMIRE. It is hard to understand that. It really is. You 

know, we are always asking people to work harder and so forth. 
That is kind of routine, is it not, in the Soviet Union, too? Do they 
not have—whether it is Brezhnev, or whoever it is, saying: "Come 
on, fellows you have got to work harder. We want more discipline. 
Come to work every day. Do not report drunk," and so forth. They 
have been singing that song year after year, and why should it get 
such results in 1982? 

Mr. NOREN. I think the difference is that, as you say, Brezhnev 
had been singing that song in the latter part of his administration. 
But when Andropov came in, he did something about it. He had 
the militia checking the stores, checking the movie houses, driving 
people out. He had the supervisors in the factories made responsi­
ble if people under their employ were not at work. Then, I think 
within a relatively few months, late December, January, February, 
that approach was thoroughly disseminated. 

Senator PROXMIRE. What do they do if somebody is not at work, 
they are absent? In this country, I presume they just get docked 
pay for that day. Is that what they do there too? 

Mr. NOREN. They dock the pay, and under some of the supple­
mentary measures that they have introduced, you can take away 
some of their privileges, one of them being the length of their vaca­
tion, the admission to certain resorts, the right to change jobs. If 
someone has been absent, they can now deny him the right to 
change jobs for a period of 6 months. 

LABOR MOBILITY 
Senator PROXMIRE. I want to ask you gentlemen about that. You 

said that in the current labor market—this kind of surprised me— 
it did not shock me exactly, but it surprised me. You said in the 
current labor market in the Soviet Union managers would be r%-
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luctant to crack down on worker discipline, because workers can 
easily quit and find jobs elsewhere, often at higher pay. 

That is something that I did not appreciate. I did not realize they 
had that freedom of movement and job mobility. Do workers have 
that in the Soviet Union? Can they just quit jobs and find them 
elsewhere at will, or are they restricted in where they can go and 
the type of job they can change. 

Mr. NOREN. Up to several months ago, it was a common practice 
to quit a job and find a better one. The enterprise hiring a new 
worker was eager to have him. What the Andropov administration 
is trying to do is to introduce some barriers to this movement, 
mainly through requiring someone to stay on the job for 6 months 
and also by penalizing enterprises that try to pirate workers away 
from other enterprises. 

CHINESE UNEMPLOYMENT 

Senator PROXMIRE. NOW I notice in your—I am going to largely 
question in this round or the next couple of rounds on the Soviet 
Union but I—because this relates also to the Chinese situation—I 
wonder if you could explain to me about this urban Chinese unem­
ployment being as high as 10 percent in the cities. That just seems 
to be a contradiction of Marxist doctrine, dogma, practice, and ev­
erything we had been led to expect about Communist economies. 
They just did not have unemployment. An unemployment of 10 
percent, I think you said in your presentation. 

Mr. PHILLIPS. Mr. Chairman, setting a figure, a rate on Chinese 
unemployment is difficult at best. The Chinese have talked about 
figures of 4, 5, 6, 7, or 8 percent. They do not refer to it as unem­
ployment. They refer to it as people who are awaiting jobs. There is 
no term "unemployment," except in some academic essays there. 
But we feel that, in spite of the fact that the regime in the past 4 
or 5 years has done a lot to pick up the backlog of the previous 10 
or 15 years, people that had floated into cities, some illegally, some 
legally—in spite of the fact that they have done a lot to pick up 
this backlog, there still is a substantial group of people in urban 
areas who are unemployed. Some of them are in the cities illegally. 
Some of them are—some of them are waiting until their job assign­
ment comes up. They may have graduated from school this year, 
but they are not going to be given jobs until next year or the year 
after. The problem is not serious at the moment, in that we feel 
that it is still under control. 

The idea of setting a 10-percent figure is that this is about the 
highest of the ranges that the Chinese have mentioned, when they 
talk about people still awaiting jobs in urban areas. 

Senator PROXMIRE. Can you give us any idea of what it would be 
for the—of course, China is so colossal with 1 billion people. Can 
you give us some notion of what their overall economic—I mean, 
unemployment figure would be compared to ours? 

Mr. PHILLIPS. A rule of thumb is that 300 million people are em­
ployed in the agricultural labor force, another 100 million in non-
agricultural jobs. If 100 million are in urban areas and the unem­
ployment rate is running to about 10 percent, then you are talking 
about 9 million, 10 million young people. 
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Senator PROXMIRE. They have 300 million, three-fourths of their 
people in what you call the agricultural labor force? 

Mr. PHILLIPS. There are about 850 million people of the 1 billion 
people living in rural areas, and of those 850 million about 300 to 
350 millions, somewhere in that range, are employed in agricultur­
al-related activity in rural areas. There are another 100 million 
people employed in nonagricultural activities, for all practical pur­
poses, urban employment. 

So when we say 10 percent, we are talking about 10 percent of 
100 million people. 

If your question was, how many people are we talking about 
being unemployed in urban areas, the figure would be 9 million, to 
10 million people. 

Was that your question? 
Senator PROXMIRE. SO the remainder of the people—you talk 

about 300 million and 100 million. The remainder of the people, I 
take it, are children, or elderly, or institutionalized, or whatever? 

Mr. PHILLIPS. The age structure of the Chinese economy is such 
that there are many, many young people around. So that when we 
say that about 400, 450 million people are employed, the remainder 
are either beyond the employable age or too young. 

Senator PROXMIRE. I am going to get into questions on defense 
spending, but I will yield at this point to Congressman Wylie. 

Representative WYLIE. Thank you very much, Mr. Chairman, I 
have had a busy morning, but I wanted to come to this hearing, 
because I thought it might be fascinating and there might be some 
information to help us make some of the decisions we have to 
make. 

ANDROPOV INITIATIVES 

What do you think of Mr. Andropov's proposal for economic mod­
ernization? 

Mr. GATES. Let me address it generally and then ask Mr. Noren 
to comment specifically. I think one of the things that has struck 
us has been, apart from the discipline campaign, the relatively cau­
tious approach that he has taken, in light of the problems that he 
faces. 

Here is a leader that we believe came into office, at least in some 
part, because of a general recognition on the part of the other lead­
ers, that the stagnation of the Brezhnev period had to be ended, 
and that there were serious problems inside the Soviet Union that 
needed to be addressed. Once they got beyond the consensus on 
that point, however, we believe that the leadership is still riven 
with divisions about the best approach in dealing with those eco­
nomic problems. And our view is that Andropov at this point has 
still not been able to gather behind him a sufficient number of 
people in the Politburo to push through any kind of radical change 
or even any kind of significant economic reform or change in the 
system. 

We think he has some ideas on that. We have watched with some 
interest and care his views and comments on the Hungarian ex­
periments, and so on. He has appointed these study groups. He has 
had people looking at broader options for dealing with the econom-
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ic problems, but so far, in terms of action, he has moved very 
slowly and very cautiously. But in terms of what he actually has 
done in that respect, let me ask Jim to address that in some detail. 

Mr. NOREN. Well, I think it is true, he has been very cautious in 
his approach. A prime example of that is the economic experiment 
that has attracted the most publicity, and that is one that is to be 
instituted in selected industries, I think, five, and in a few repub­
lics beginning next January. The measure really is a continuation 
of the kind of experimentation that Brezhnev introduced. In fact, it 
is to be considered as a follow-on to the decrees on planning and 
management of July 1979. It attempts to reduce a few of the plan 
indicators. It attempts to heighten the emphasis given to contract 
fulfillment. It gives the enterprises a little more freedom in terms 
of retaining their own earnings and spending on investment 
projects that they deem advisable. 

But this kind of experiment has been tried repeatedly. The prob­
lem is, you try experiments on a very limited basis, you give the 
enterprise the freedom to carry out some of their own investment. 
It is very difficult to make a place for that kind of investment in 
the broader planned economy. 

It is very difficult for the enterprise which has some money to 
spend and wants to make its own decisions to get the materials and 
investment resources to carry out the investment. This is the sort 
of dilemma that reforms in the past have run up against. And it is 
one that this one will have to contend with as well. 

Representative WYLIE. His new idea or proposal is centered sort 
of around an incentive system, is it not, so that those who produce 
more will gain more from their production? 

Mr. NOREN. Yes, in a number of articles and in some of his 
speeches he has emphasized this. We still have not seen any wage 
reform that would, in fact, introduce that idea on a wide scale. 
There is some experimentation in industry, introducing something 
called the brigade system, in which you break down the work in 
the factory into smaller units. A foreman is selected jointly by the 
workers and the factory management, and brigade members are 
supposed to plan their work, in terms of who does what, make sug­
gestions for better administration of the work, and also have some 
say in how the proceeds, the pay is to be distributed. That is still a 
very small experiment at this time. 

Representative WYLIE. Do you think it is just talk to impress the 
rest of the world and maybe to have some psychological effect on 
some of the workers, or is there some major groundbreaking taking 
place here? 

Mr. NOREN. He is very serious about this proposal to, in effect, 
widen wage differentials so as to make them a bigger factor in in­
centives for the labor force. And it was a bigger factor at times 
under Stalin. I think they are, as I say, serious, and I think some­
thing will come out of it. 

GRAIN SALES 

Representative WYLIE. There are a lot^^^Bfccurrents, as you 
know, since the shooting down of the ¥ Ipmercial airL" 
and for a time it seemed as if we mighi e to talk bv 
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with the Soviets about peace in the world and that sort of thing. 
Right now, of course, the talk is much more hard-nosed than that 
in the United States. And we saw that with the defense authoriza­
tion bill the other day, whereas it passed by a close vote in the 
House, the first time we came back from conference, it was not all 
that different, it passed by a rather big margin. 

What is the significance of the grain sale to the Soviet economy, 
and I say that, because in some of the hard talk that we hear, 
there is some suggestion that we ought to cut off the grain sales 
that we are helping in their economy, at the present time, and that 
is just making them stronger for a long-term pull of our own na­
tional security and their security. 

What is the significance of the grain sales, to the Soviet econo­
my? 

Mr. GATES. Well, this year because of their relatively good har­
vest, projected at 200 million tons, the Soviets will not need to 
come into the international grain market to the extent they have 
in the past. I think it is important to realize that Soviet purchases 
of foreign grain are closely related to their meat program. The So­
viets are not buying, if you will, bread from the West. They are 
buying feed grain for their herds, so that they can increase the 
amount of meat available to the population. 

Because of the good harvest this year, and I think Mr. Noren can 
probably provide you the specifics when I am done here, their 
import requirement will be less than it has been in the past 4 
years; however, if you look back over the past 10 or 15 years, or 
even the last 100 years of Russian history, it is one of periodic good 
harvests punctuated by one disastrous harvest after another. So 
that one can project with some confidence that in subsequent years 
there will be a requirement for the Soviets to come back into the 
international market for substantially more grain. 

That said, however, one has to take into account the alternative 
arrangements the Soviet Union made as an outgrowth of the U.S. 
grain embargo imposed after the invasion of Afghanistan. The 
Soviet Union has made arrangements, long-term grain agreements 
with other States, and to a very considerable extent can satisfy its 
requirement for imports from non-U.S. sources. 

Let me ask Mr. Noren to add to that. 
Mr. NOREN. We project this year, in the crop year July-June, 

that the Soviets will import 25 to 30 million tons of grain. That 
amount we believe they could get entirely from non-U.S. sources, 
although they are committed under the new long-term agreement 
to buy at least 8 million tons of U.S. grain before October 1984. 

A few years ago in the 1981-82 crop year, they imported about 46 
million tons. We think, as Mr. Gates said, that from time to time, 
harvest conditions will be such that they will need to import in the 
range of 40 to 50 million tons, and in those years, U.S. supplies will 
be important. 

Over the longer run, we think that if they continue with the 
meat program, the livestock program, they will need on a continu­
ing basis 20 to 30 million tons of grain per year. Imports of that 
magnitude, they certainly could get from non-U.S. sources unless 
there is really a bad crop in Argentina, Canada, and some other 
countries. 
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Representative WYLIE. I understand that you want to intervene 
a t this point, Mr. Chairman. 

CAUSES AND EFFECTS OF DEFENSE SLOWDOWN 

Senator PROXMIRE. Chairman Gates, in previous hearings I have 
discussed with your predecessors the potential effects of reduced 
Soviet defense spending on the Soviet economy. 

The immediate medium-term effects of reduced defense outlays 
have always been described as rather marginal. That is, if they cut 
down on defense, it will not stimulate the economy that much, with 
potentially greater effects over the long term. Now that the CIA 
has revised its estimates of Soviet defense costs and concludes t ha t 
there has been a slowdown in the growth rate of total defense and 
a leveling off of procurement of military hardware since 1976, I 
wonder if we may be seeing some of the effects of that in the im­
proved economic performance in the Soviet Union. 

Can you discuss that? 
Mr. GATES. Let me address it, again, generally, and then ask Mr. 

Licari and Mr. Noren to contribute. 
The slowdown in Soviet procurement growth has accompanied a 

general slowing of growth in the Soviet economy. As I mention in 
the submission and also in the summary, as a percentage of GNP, 
defense spending has remained about constant at 13 to 14 percent 
for a decade or more. So at this point, as far as we can tell, there is 
no major dividend from reduced defense spending that has become 
available to the Soviets for investment in other areas. 

What the Soviets now face is a choice in terms of future alloca­
tions, whether to reduce further the growth in defense in order to 
make additional investments in other parts of the economy. I 
might add that it is my personal view that the military itself is 
probably divided on this issue, and it would be divided along the 
following lines: 

Some in the Soviet military probably understand that their long-
term 

Senator PROXMIRE. Let me just interrupt to say that—you see, I 
am a little puzzled. It seems to me that they have slowed down 
their procurement, which is the main competitor, it would seem to 
me with the nonmilitary sector, and there has been growth. So why 
would there not be some kind of a dividend, in tha t sense? 

Mr. GATES. Well, we have not seen any appreciable recovery in 
economic growth until this year. 

Senator PROXMIRE. IS there not a dividend this year? 
Mr. GATES. It is conceivable that there might be, but frankly, I 

think it is too soon for us to be able to detect anything like that 
resulting from resources being diverted from defense. 

Representative WYLIE. If the chairman would yield on that point. 
Senator PROXMIRE. Surely. 
Representative WYLIE. YOU say there is a slowing down of the 

rate of growth in defense spending, and then you say that the per­
centage of GNP devoted to defense has remained constant, though, 
at about 13 to 14 percent. That seems inconsistent to me. 

Mr. GATES. There has been a declining rate of growth in the 
GNP as a whole. 
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Representative WYLIE. Oh. 
Mr. GATES. SO rates of growth of both defense and GNP have 

been declining together. 
I might point out that, as the submission makes clear, to the 

extent there has been a decline in the rate of growth in procure­
ment, I think our judgment is that a desire or a decision on the 
part of the Soviet leaders to reduce investment in defense spending 
is not the principal factor involved. Other problems in the econo­
my—the fact that they cannot devote enough industrial materials 
and investment resources to maintain the rate of growth in pro­
curement, and the problems they are having developing and pro­
ducing high-technology weapons are also important factors. 

As I was saying, though, it seems to me that there probably is a 
division in the military among those who wish to maximize current 
spending on defense and, therefore, make a strong bid to restore 
the traditional rate of growth in procurement, and those who may 
see that their longer-term capability to compete with the United 
States depends on restoring and improving the essential strength of 
the economy itself, the steel industry, cement industry, the rail­
roads, and so on. Unless some of the problems in these industries 
are corrected, their long-term ability to compete with the United 
States is going to be damaged. So I think that there probably will 
be—or may well be some divisions in the military along those lines. 

Let me ask Mr. Licari to amplify. 
Mr. LICARI. Sir, let me just add two points to Mr. Gates' com­

ment. First, I think, is to go back to our discussion about the im­
proved growth prospects for this year and emphasize that the re­
bound effect dominates, in our view 

Senator PROXMIRE. What do you mean by the rebound effect? 
Mr. LICARI. The rebound effect would dominate in terms of un­

derstanding the improved growth prospects this year. I do not 
think we are talking about a change in the trend of growth, either 
returning to earlier trends or raising the trend in growth for the 
Soviet economy. We are emphasizing a short-term movement from 
what was a rather depressed rate of growth last year, primarily be­
cause of bad weather affecting both industry and agriculture to 
what might be a more normal rate of activity for the economy as a 
whole. I do not think we can associate that rebound effect with the 
shifting of resources among sectors in the economy. 

The second point I wanted to add goes back to the procurement 
question, and our new estimate which suggests a flattening in the 
level of procurement. First, it is important to emphasize that pro­
curement remains very high. We are not talking about procure­
ment levels falling. So the drain on resources—machinery, in par­
ticular—into procurement remains very high. Second, even if there 
has been a stretchout in some programs to ease the burden some­
what on the machinery sector, it takes a long time for additional 
machinery devoted to civilian uses to work its way into production. 
We are talking about gestation periods here of several years before 
new plant and equipment becomes really fully productive. 

I think, therefore, that even if we were to hypothesize some 
easing of the drain on machinery production to defense and some 
shifting to civilian uses, it would be too early to see it in growth 
performance in 1983. 
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DELAY IN IDENTIFYING NEW TREND 

Senator PROXMIRE. NOW let me put some numbers on this, and 
maybe I can get a better understanding. In the first place, let me 
say, is there some way that the tracking of Soviet defense trends 
can be transmitted more swiftly to the Congress? If Soviet military 
procurement has been level since 1976 and the growth rate of total 
defense has been cut in half, should not the Congress have been 
made aware of this before now? 

Mr. GATES. Mr. Chairman, we, ourselves, did not come to appreci­
ate the implications of this development until this year. In our ear­
lier assessments, we had characterized much of the decline in the 
rate of growth in procurement since the mid-seventies as part of 
the cyclical effect of making the transition from one generation of 
weapon systems to another, and that we were in the trough, if you 
will, of one of those cycles. 

As I say, it has only been within the last 6 to 8 months that we 
in the community, and particularly we in the CIA, have come to 
believe that something more significant was happening here. 

I should add, as I acknowledged at the outset, this is the view of 
CIA at this point. We have spent a number of months working 
these figures with the Defense Intelligence Agency to identify 
areas where we share similar perceptions as well as those where 
our assessments differ. 

So there really has been no delay in informing the Congress of 
this. The materials that have been published this summer by the 
Agency really represent the first time that this case has been ar­
ticulated. 

Senator PROXMIRE. But here you have a situation where in 1976 
there was a GNP growth of about 4 percent in the Soviet Union. In 
1977 and 1978, it was about 3 percent; in 1979 and 1980, about 1 
percent; and in 1981 and 1982, about 2 percent. And now in 1983 
you expect it to be about 3Vb percent. Over all those years the 
growth of defense procurement has been about zero. It seems to me 
that is a significant policy shift in the Soviet Union, and also it 
does seem to me to indicate a very important difference that we 
should have been made aware of. I realize the DIA has a different 
view on the Soviet military buildup. 

Mr. GATES. Joe. 
Mr. LICARI. Senator, let me mention several points that relate to 

the issue that you are raising. 
Senator PROXMIRE. Before you do that, let me say there are rea­

sons why I think that the CIA estimate is more plausible than that 
of the DIA. In the first place, the DIA has an ax to grind. It is the 
Defense Department. They always like to make the Russians 10 
feet tall. In the second place, they do not allow for inflation, and 
you do. It seems to me that if we want a more precise and accurate 
estimate, we should allow for inflation. 

Go ahead. 
Mr. LICARI. In the estimate that existed a year ago we had ob­

served some flattening of procurement in the mid-to-late 1970's, but 
we had expected a normal cyclical return to faster growth in the 
following years, a procurement cycle, in a sense. Work done in the 
summer of 1982 and the fall of 1983, suggested that this was not 
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occurring, for a variety of reasons. Our expectations had proven 
wrong. And as Mr. Gates is saying, as the story developed over the 
past year we did try to communicate elements of this story to vari­
ous people in the community and in Congress as well. While we 
had observed some tailing off in the rate of growth of procurement 
going back to the mid-1970's, we expected a cyclical upturn. But we 
have not seen an upturn in the late 1970's or early 1980's. 

We are attributing its absence to several factors. We cannot say 
what the relative importance of these factors is: technological prob­
lems in R&D; technological problems in serial production of very 
complex weapons: economic bottlenecks; an inability to insulate de­
fense from these kinds of difficulties as much as in the past; and 
perhaps even policy decisions, either broad-based policy decisions or 
very particular ones connected, for instance, to SALT I and SALT 
II treaty issues. 

As I said the beginnings of this change were observed in our pre­
vious assessments but we were not aware of the extent of the 
changes until the work done over the last year. 

Senator PROXMIRE. My time is up. Congressman Wylie. 
Representative WYLIE. Thank you, Mr. Chairman. 

INCREASE IN MILITARY SPENDING 

I would like to follow up on the questions asked a little earlier, 
which I think are important, about the CIA estimates as to the 
rate of growth of defense spending in the Soviet Union. You have 
indicated that it has perhaps declined and that defense spending 
has remained fairly constant as a percentage of GNP. I was in on a 
meeting or briefing with the Secretary of the Navy this morning in 
which we were getting different signals, or at least it is confusing 
to me. What I heard there is that the actual amount of money 
which the Soviet Union is spending for defense is going up. 

Mr. GATES. Yes, sir. That is accurate. Even if our findings are 
completely accurate with regard to the flattening in the rate of 
growth in procurement, we still estimate that total defense spend­
ing has increased by 2 percent per year on average since the mid-
1970's. And a couple of comments made in the summary are prob­
ably worth repeating here. First of all, we are still talking about a 
Soviet effort that still is running between 13 and 14 percent of 
GNP, that is over twice the percentage of GNP devoted to defense 
spending in the United States. Finally, the committee was remind­
ed that the level of procurement, even though it has flattened, is 
still 45 percent higher than that in the United States. So even if 
the Soviet rate of growth in defense spending is only 2 percent, or 
if procurement is virtually flat, the amount of resources that the 
Soviet Union is investing in defense is still such that they will be 
able to make enormous additions to their military forces and to 
achieve substantial modernization of those forces during the re­
mainder of this decade. 

MILITARY THREAT 

Representative WYLIE. So we do not want to feel that the Soviet 
military threat to the United States has declined. 
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Mr. GATES. Not in the slightest. These figures do not give a pic­
ture of capabilities of forces, either actual or potential. They are 
meant to suggest levels of effort, or levels of emphasis in Soviet de­
fense investment, for example. For capabilities, you need to look at 
what they are buying with money they are spending. And that was 
what I was referring to when I said that during the period since 
1976, when we have seen a slower rate of growth of real defense 
spending, we are still looking at a Soviet Union that has purchased 
over 2,000 strategic ballistic missiles, 60-some strategic ballistic and 
attack submarines, 5,000 combat interceptor and tactical aircraft, 
and so forth. 

The resources that they are devoting to defense are enormous. 
The dollar costs of Soviet procurement and total Soviet military ac­
tivities were both about 45 percent higher than their U.S. counter­
parts. 

Representative WYLIE. Well. I think that is a key point, and I 
think that we wanted to make it very clear for the record that, 
even though there might have been a decline in the growth of 
Soviet GNP that still does not give us any hope as to the goal or 
aim of the Soviet Union vis-a-vis their military threat. And I think 
that that needed to be put in the record at this point. 

PETROLEUM ESTIMATES 

I understand the Soviets increased their petroleum exports by 
something like 15 percent last year; is that correct? 

Mr. HAUS. Yes, on that order to their hard currency customers. 
Representative WYLIE. How can the Soviets increase their petro­

leum exports, when we have been hearing for years that their pe­
troleum resources have been going down? What are the implica­
tions of that or who is being squeezed, and where are the petrole­
um exports coming from? 

Mr. HAUS. Well, let me answer in the following way: It is really 
a two-part question—it needs a two-part answer. 

They have been getting additional oil for export this year and 
last year, really, from two sources. The first source is by increased 
production. Soviet oil production has been growing at around 1 per­
cent a year since the late 1970's. The second source, however, is by 
some degree of success in slowing down the rate of growth in con­
sumption at home. They have also opened up additional oil for the 
market, for the hard currency market, simply by squeezing—cut­
ting down—on the rate of growth of shipments to their Eastern Eu­
ropean client states. 

The real answer to your question, however, and one that I think 
is clear in the submission, is that our estimate of the Soviet oil sit­
uation has changed a bit. It has been in transition for several years 
now. We just completed a fairly extensive study that took up about 
a year and a half—a complete top-to-bottom look at what the 
Soviet situation is. We have revised some of our previous judg­
ments. Basically, in the 1970's, in the late 1970's, when we would 
have done our original work, we concluded that the Soviets were 
running out of reserves, at least accessible reserves, and probably 
would be unable to continue the high rate of effort that they had 
been making up to that point. That judgment was largely based on 
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what the Soviets were saying themselves in the press and in a vari­
ety of unclassified sources. 

Since the early 1980's, [security deletion] we have changed our 
minds about several things. Principally, we now believe that the 
Soviets do have substantial oil reserves, do have a large enough re­
serve base to permit them to see petroleum production grow for 
several more years, perhaps through the end of this decade, if they 
are able to make the effort. Now that is a major change. And it is 
largely based on new data and the application of different types of 
techniques that just simply were not available to us in the late 
1970's. 

The second thing that has happened, however, is that the Soviet 
leadership did make the conscious decision around 1977 or 1978, 
possibly in part spurred by the press the Agency's estimate had re­
ceived, to commit the resources that were needed. They continue to 
do this, and this accounts for a large part of the growth that we 
are now seeing, admittedly, it is very halting growth compared to 
past years, but it has been the result of the Soviets making the 
effort particularly in terms of investment in drilling in a big way. 

REVENUE FROM ENERGY EXPORTS 

Representative WYLIE. Well, I think it is important to get that on 
the record, Mr. Chairman, because, as I understand it, roughly two-
thirds of the Soviets' hard currency income in recent years has 
come from oil exports. Is that fairly accurate? 

Mr. NOREN. Oil and gas. About 50 percent of hard currency re­
ceipts last year. 

Representative WYLIE. Oil and gas, and that brings up the new 
pipeline which—how will that relate to the question of oil and the 
production of it when it comes in next year, in the Soviet economy, 
in general? 

Mr. HAUS. When the pipeline comes on line—and assuming the 
Western Europeans take all the gas to which they are entitled—it 
will, in fact, permit the Soviets to earn a substantial amount, 
though I do not have the exact figure on the tip of my tongue. It 
would depend, of course, on the price of oil and gas at that time. 
But it would, roughly, at current price levels permit them to re­
place the earnings from one-third of their current oil hard curren­
cy exports with gas. So it will be significant. 

Representative WYLIE. So, in other words, the Soviets are paying 
for grain, corn from Iowa, by selling oil to the Germans and 
French, and next year they will be paying for it by selling gas to 
the Germans and French. Right? 

Mr. HAUS. That is correct. 

CIA AND DIA ESTIMATES COMPARED 

Representative WYLIE. OK. Are there still major differences be­
tween the CIA and DIA estimates of Soviet petroleum reserves? 

Mr. HAUS. Yes, there are. Let me back up a moment on that. 
DIA essentially agrees with our estimates of Soviet petroleum 
proved reserves, at this time. The difference between the DIA and 
CIA lies in their assessment—DIA's assessment—of the level of the 
effort the Soviet are going to be willing and able to make to tap 
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those reserves over the rest of this decade. Our economists see a bit 
of a squeeze and a series of hard choices that the Soviet leadership 
is going to have to make. We believe that the Soviets will probably 
take advantage of the gas sales coming on line to hold down the 
growth in investment in the oil industry which will make oil pro­
duction drop a bit. The Defense Intelligence Agency, however, be­
lieves that the Soviets will continue to make whatever effort is nec­
essary to keep oil production growing. 

We are talking about those differences, and I think they have 
been narrowed somewhat over the past year or two, but they are 
still there. 

BAM RAILROAD 

Representative WYLIE. I understand the Baikal-Amur Railroad in 
East Siberia is due to come on line very soon or due to be complet­
ed very soon. Will this railroad generate hard currency for the 
Soviet Union? 

Mr. NOREN. It will, eventually, sir. What it requires now that 
they will have the main trunk line, it requires the development of 
feeder lines going north into the resource-rich region and develop­
ment of some of the mineral deposits. We think that will be a 
factor in the 1990's, but not in the 1980's. 

Representative WYLIE. Will that affect the Soviet relations with 
China vis-a-vis trade? 

Mr. NOREN. It is bound to. It is bound to, sir. 
Representative WYLIE. For economic, as well as military pur­

poses? 
Mr. NOREN. Well, it is—I think we have believed since the begin­

ning that the line had a military purpose as well as an economic 
purpose. But the development of resources in the Far East and in 
East Siberia is going to be a factor in Soviet trade with China and 
Japan, as well. 

Representative WYLIE. Thank you very much, Mr. Chairman. 

MILITARY SPENDING AND EFFECTIVENESS 

Senator PROXMIRE. Mr. Gates, the fact is, if it is a fact—at least 
that is the position of the CIA—that the U.S.S.R. is spending 45 
percent more in dollars and 25 percent more in rubles than we are 
in procurement, in total military spending, but that does not mean 
that they are necessarily buying 45 percent or 25 percent or any 
more military effectiveness, does it? There is no way you can meas­
ure that. Some people allege, they may or may not be right, that 
the Soviet Union lacks discipline, its troops lack discipline, the 
leadership is poor and the clash between their planes and our 
planes, our planes being flown by the Israelis, their being flown by 
the Syrians over Lebanon, it was a disaster for them. Our planes 
were obviously far, far better. 

And so it seems to me that it is very hard to come to any conclu­
sion that any comparisons are going to give us a match or a reason­
able comparison between the military effectiveness of either side. 
Is that right? 

Mr. GATES. Mr. Chairman, I think that both our own military an­
alysts and American military officers who have had the opportuni-
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ty to observe the Soviets would make the observation that while 
the Soviets do have problems and that their effectiveness is per­
haps sometimes not as great as portrayed by some, they neverthe­
less represent a very effective fighting force. Much of their equip­
ment is on a technological par with our own, and in some respects, 
particularly in conventional equipment, superior to our own. And 
when you add to that the impressive quantitative advantage they 
have in some of the conventional forces, particularly in central 
Europe, you have a significant military fighting force. 

The discipline of Soviet forces generally is regarded, I think, as 
pretty good. When you get into questions of initiative and the 
ability to deal with changed circumstances, and so on, you get into 
areas that are very hard to quantify. By the same token, I, person­
ally, would not equate a Syrian pilot flying a Soviet aircraft with 
an experienced Soviet pilot flying a Soviet aircraft. 

Senator PROXMIRE. The Israeli pilots are better than ours? 
[Laughter.] 

Mr. GATES. I will not make that judgment. 
Senator PROXMIRE. They are not as good as the Wisconsin Na­

tional Guard. I will tell you that. [Laughter.] 
Mr. GATES. SO I would say that you are correct—the numbers do 

not translate one for one. The fact that their effort is 45 percent 
larger, does not mean that they have a 45-percent more effective 
fighting force or a 45-percent larger one, in any given instance. But 
at the same time, I do not think anyone who works the Soviet mili­
tary problem would denigrate either the technological or the per­
sonnel capabilities of their armed forces. 

EXPLANATION FOR THE SLOWDOWN 

Senator PROXMIRE. NOW the explanation for the slowdown of the 
growth rate and the leveling off of procurement provided in your 
briefing is classified, yet I cannot think of a more important 
change in the trends, as far as Members of the Congress and the 
public are concerned. What can you say in unclassified language to 
help the public and Congress understand the possible causes for 
the change in the trend, the trend of Soviet procurement, and its 
significance. 

Mr. GATES. Let me ask Mr. Licari to tackle that one. 
Mr. LICARI. Senator, I mentioned that there are a number of fac­

tors that one can cite that we think are underlying the trend. 
What we cannot really do, though, I think, is calculate some net 
effect and determine what the most important factor was. We can 
list factors, which we think are underlying the new trend, starting 
with the procurement cycle phenomena, but we think we have to 
go further than that. That was the traditional way of explaining 
short-term changes in Soviet defense spending, as it related to pro­
curement. 

The additional factors we can also cite, are technological prob­
lems in development of various systems, in manufacturing con­
straints in serial production, in the role of economic bottlenecks. 

Senator PROXMIRE. NOW let me make sure that I understand. 
What I asked for is what you can tell us to be unclassified. Unclas­
sified. I realize that is quite a difficult thing for you to do, perhaps, 
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but the reason I am asking that is because I think the slowdown in 
the growth rate is something that the American people ought to 
understand, and as long as it is classified, obviously, it cannot be 
disclosed. 

Maybe it would be better to do this. Maybe—because I realize 
this is delicate and difficult. Perhaps when you sanitize your re­
marks, you can put in the record your best judgment as to what we 
can say that would be unclassified to explain this. 

Mr. LICARI. Fine, Senator. 
Senator PROXMIRE. Could you do that? 
Mr. LICARI. Yes. Yes. 
Senator PROXMIRE. Very good. 
[The following information was subsequently supplied for the 

record:] 
We cannot attribute the slowdown in the growth of military procurement to any 

single factor. Undoubtedly, the natural lulls in production as older weapon pro­
grams are phased out before new ones begin have contributed to the change in the 
trend. The extended nature of the slowdown, however, goes far beyond the normal 
dips in procurement cycles that we have observed in the past. Instead, the continued 
slow growth in procurement since the mid-seventies seems related to a complex 
combination of factors, including technical problems, economic bottlenecks, and per­
haps even policy decisions. 

New Soviet weaponry embodies more advanced technology than has been typical, 
given traditional Soviet practices that emphasize evolutionary design. The Soviets 
have undoubtedly experienced more problems in both R&D and serial production of 
these high technology systems. For example, the increase in the sophistication of 
the electronics and in the quality control required probably is substantially greater 
than that incorporated in earlier weapons changeovers. These problems in turn 
have probably delayed deployment and caused lower annual production rates for 
some new systems. 

The period of slower procurement growth corresponded with a period of unprece-
dentedly slow growth for the Soviet economy. Soviet press reporting since the mid-
seventies has been replete with descriptions of transportation snarls, energy short­
ages, and industrial bottlenecks on a scale that seems to suggest increasingly severe 
problems for what is traditionally a very taut economy. We believe that the Soviets 
are not able to insulate defense production from such general economic problems 
and that defense growth may have been slowed by them. 

Finally, policy decisions also may have contributed to the slower growth in pro­
curement. Arms control agreements limited the development and deployment of 
some strategic weapons. Furthermore, the leadership may have chosen to stretch 
out the procurement of certain systems as part of a strategy to alleviate some of the 
pressures on the economy. 

Senator PROXMIRE. NOW one reason for making as much of your 
analysis as possible available for public discussion is that there are 
such a wide range of possible explanations. For example, a slow­
down in the growth rate might have been caused by problems in 
the overall economy, or they might be the result of explicit policy 
decisions. You mentioned the compliance with the SALT agree­
ments, and so forth. So it might be on purpose or it might be the 
result of actions over which they had no control or a combination 
of the two. 

Do you agree that it probably was a combination of economic 
forces and policy decisions that led to the slower growth rate of de­
fense costs? 

Mr. GATES. My view is that at this point the principal factors 
probably were the result of forces over which they had no control. 
The policy factors that we are discussing, apart from whatever de­
cline in procurement that might have been related to adherence to 
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SALT I and the unratified SALT II, generally have to do more with 
policy mistakes, decisions that were made in the mid-1970's on in­
vestment that in fact, had a very negative effect on overall econom­
ic development in the latter half of the decade. 

I will turn the microphone over to Mr. Licari, but my judgment, 
based on what I have been seeing is that the determining factors at 
this point, at least, are largely due to forces beyond Soviet control. 

Senator PROXMIRE. Well, before you turn it over, let me sharpen 
my question a little bit by giving an example. 

MILITARY EXPORTS 

In prior testimony, the DIA spokesman pointed out that Soviet 
military exports and assistance has been rising, and that since 
1980, the U.S.S.R. has been the world's leading arms exporter. Does 
not the fact that the Soviet military procurement has leveled off 
since 1976, while Soviet military exports have been increasing, sug­
gest that a policy decision was made to not interrupt the increase 
in arms exports in order to increase the level of Soviet military 
procurement for Soviet forces? 

Mr. GATES. Well, first of all, again, just to make it clear for the 
record, what we are talking about is a leveling of the rate of 
growth. You are still seeing an enormous amount of production of 
weapons on the Soviet side, probably ample to meet most of their 
own requirements, as well as to have sufficient numbers available 
for the export market. 

Also, although I would defer to Mr. Licari on this, it is not clear 
to me that the leveling off has occurred in all systems. You may 
have some very big ticket items where procurement has leveled off, 
or where the numbers emerging for the field are not as great, but in 
other areas, such as perhaps tanks or artillery or something like 
that, the rate of production might not necessarily have been flat. 

But what I am trying to say is, going back to the response to 
Congressman Wylie's earlier comment, we are still dealing with 
Soviet production and investment that are enormous. It would 
probably give them ample output to meet their own requirements, 
while at the same time having something for the export market. 

SALT AGREEMENTS 

Senator PROXMIRE. All right. Well, then, let me ask you about 
the possibility that the Soviet decisions to comply with SALT I and 
SALT II may have slowed down the pace of procurement in certain 
areas? You indicated, I think, that that might be part of it. 

Can you explain what areas may have been slowed down in re­
sponse to those two treaties? 

Mr. GATES. One example that I have been given would be the 
number of ICBM launchers. Because of the limits placed on the 
number of ICBM launchers that can be deployed, they would not 
necessarily be buying as many ICBM's. 

Senator PROXMIRE. But in view of the enormous amount of mili­
tary procurement the Soviet Union has, would that be a significant 
element, significant enough to explain the fact that they have fat­
tened their procurement since 1976? 

Mr. GATES. I do not think that it would be a major factor, no. 
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Mr. LICARI. Senator, if we recognize though-
Senator PROXMIRE. I did not mean to say "fatten." I meant "flat­

ten." [Laughter.] 
Mr. LICARI. Some of these systems you are talking about, related 

to SALT I and SALT II, of course are the SSBN's, which are very 
expensive systems. These were, indeed, among the systems that we 
saw being delayed in deployment in the last few years. They are 
very expensive, very long lead-time systems, and I would say that 
they could contribute, certainly to this sense of flattening. They are 
not by themselves the sole factor, but certainly the slower rate of 
deployment of those systems is a contributing factor. It would show 
up definitely in trends. 

Representative WYLIE. Mr. Chairman, I am going to have to 
leave for another meeting. I wonder if I might have permission to 
submit about four followup questions for the record. 

Senator PROXMIRE. By all means. Yes, indeed, Congressman 
Wylie. 

Representative WYLIE. It is a very distinguished panel, and I 
would like to compliment you for your work here this morning. 

Senator PROXMIRE. Thank you so much, Congressman Wylie. 
[The following information was subsequently supplied for the 

record:] 
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RESPONSE OF ROBERT GATES TO ADDITIONAL WRITTEN QUESTIONS POSED BY 
REPRESENTATIVE WYLIE 

Question 1: How does the low level of Soviet mi l i ta ry pay re la t ive to the 
United States d is to r t the comparison of the percentage of Russian mi l i ta ry 
spending re la t i ve to i t s GNP? In other words, is the actual Russian 
mi l i ta ry e f f o r t , re la t i ve to i t s GNP, even greater than that shown by the 
ra t ios because i t pays i t s mi l i ta ry personnel at a much lower rate than 
does the United States? 

Answer: Our measure of the burden of Soviet defense spending--
the ra t i o of defense expenditures to GNP—is 13-14 percent for 
1982, the most recent year for which we have an estimate. 
Costs of Soviet mi l i ta ry personnel account for only s l igh t ly 
more than one percentage point of that f igure . Soviet prices 
of c i v i l i a n and defense ac t i v i t i es involve subsidies and taxes 
that could d is to r t an estimate of th is kind. Consequently, our 
procedures include an attempt to adjust our estimates of actual 
Soviet costs to give estimates more closely akin to real 
resource costs. 

This is par t icu lar ly true in the case of mi l i ta ry 
personnel costs. The bulk of Soviet mi l i ta ry personnel are 
conscripts who receive a very low wage. Our calculations of 
mi l i ta ry personnel costs, however, take into account the 
housing, medical care, food, and other services provided these 
conscripts in addit ion to their wage and other monetary 
allowances. The net resul t is to cost conscripts at something 
close to the to ta l wage received by unskil led labor in the 
Soviet Union, which is consistent with their low educational 
levels . Of course, these adjustments are themselves estimates 
and our l imited information is more l i ke ly to lead to an 
underestimate, rather than an overestimate of m i l i ta ry 
personnel costs. Our defense burden estimate may s t i l l involve 
some understatement because of our treatment of manpower costs, 
but i t i s l i ke ly to be small because of the adjustments we 
already make. 

Question 2: There is some controversy over how technologically dependent 
the Soviet Union i s . To what extent is the Soviet Union technologically 
dependent on the West? To what extent is the Soviet Union technologically 
dependent on the United States? 

Answer: Western technology plays an important, i f not 
c r i t i c a l , role in the Soviet economy. Imported technology has 
allowed the Soviets to reduce research t ime, engineering r i s k s , 
and production costs in some key industr ia l sectors. Certainly 
the development of Soviet products such as high-qual i ty 
f e r t i l i z e r s , d r i l l b i t s , and third-generation computers was 
markedly accelerated with the aid of Western technology. In 
the aggregate, however, Soviet dependence on the West for 
imported technology is re la t i ve ly small. Around 10 percent of 
new Soviet machinery and equipment is imported and last year, 
for example, one-third of imported machinery and equipment 
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(in value terms) came from Western countries. Soviet 
technological dependence on the United States is small. Less 
than one percent of all imported machinery and equipment came 
directly from the United States in 1982. The amount of 
American equipment actually reachiny the Soviet Union, however, 
1s undoubtedly higher because transshipments and illegal 
transfers are not identified in trade statistics. 

Even thouyh the overall share of machinery and equipment 
imported from the west is small, the Soviets rely on the West 
for the bulk of their imports in certain important areas. In 
1982, Western machinery and equipment represented more than 
one-half of Soviet imports in the following categories: 

° automotive production equipment; 

0 equipment for the timber, pulp and paper, and wood 
processing industries; 

° road and roadbuilding machinery; 

• drilling and prospecting machines and equipment; 

0 electric motors; 

° equipment for the chemical industry; and 

° mining equipment. 

Other items high on the Soviet list of imported Western 
technology (30-50 percent of machinery and equipment imports) 
include equipment for the printing industry, metal rolling 
machinery, cable and wire, metal processing/finishing 
equipment, crushing/grinding/concentrating equipment, equipment 
for the construction materials industry, and instruments and 
laboratory equipment. Only in loading equipment, equipment for 
the construction materials industry, and roadbuilding machinery 
does the US share exceed five percent of total machinery and 
equipment imports, but in all three categories it is less than 
10 percent. The Soviets also import other Western technology 
such as metal-cutting machinery, computers, and agricultural 
equipment that has certainly played an important role in key 
civilian and military industries even though their share in 
total Soviet imports is small. 

Although the Soviet Union produces all of these categories 
of machinery and equipment domestically, imports are vital for 
a number of reasons. Soviet equipment does not normally 
measure up to Western equipment in terms of reliability, 
sophistication, durability, or usefulness for some special 
purposes. Since the Soviets do not report domestic production 
of these items on a base comparable either with their trade 
statistics or with Western data, the overall level of 
"dependence" on Western technology is impossible to measure. 
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We do know, however, that Western imports help advance Soviet 
technological progress and generally improve economic 
performance. Nevertheless, the Soviet economy is clearly 
capable of remaining viable in the absence of imports of 
Western technology. 

Question 3: To what extent is the Soviet Union dependent on legal 
technology transfers from the United States as opposed to clandestine 
industr ia l espionage? (Assuming the Soviet Union is substantial ly 
dependent on the United States for technology, what percentage of that do 
they get in open, lega l , free trade, and what percent is stolen?) 

Answer: Soviet acquisi t ion mechanisms include: legal means 
through open l i t e r a t u r e , through legal trade channels, and 
through student sc ien t i f i c and technological exchanges and 
conferences; i l l e g a l means through trade channels that evade US 
and Western ( i . e . , COCOM) export controls, including 
acquisit ions by their intel l igence services through recruited 
agents, industr ia l espionage, and overt col lect ion 
techniques. While a large volume of technology is acquired by 
nonintell igence personnel, the overwhelming majority of what 
the United States considers to be m i l i t a r i l y s igni f icant 
technology acquired by and for the Soviets was obtained by the 
Soviet intel l igence services and their surrogates among the 
East European intel l igence services. However, acquisit ions by 
other Soviet organizations are important since i t is often the 
combination of legal ly and i l l e g a l l y acquired technologies that 
gives the Soviets the complete mi l i ta ry or industr ial 
capabi l i ty they need. Legal acquisit ions generally have their 
greatest impact on the Soviets' broad industr ia l base, and thus 
affect m i l i ta ry technology on a re la t i ve ly long-term basis. 

Over the past f ive years, Soviet legal and i l l ega l trade 
e f for ts have concentrated on computers, microelectronics, a i r -
breathing propulsion technology, guidance and navigation 
systems, underwater acoustical sensors, optical (including 
laser-related) technologies, and advanced manufacturing 
processes and equipment. Detected diversions and evasions over 
the past several years were par t icu lar ly heavy in the f i e l d of 
semiconductor manufacturing equipment, re f lec t ing the Soviets' 
intent to improve thei r ent ire electronic components industry. 

Answer: The machine tool industry is a key in Moscow's e f for ts 
to raise industr ia l productivi ty and to modernize i t s c i v i l i a n 
and defense industr ies. To accomplish these twin object ives, 
the USSR has changed i t s production strategy in the machine 
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tool sector. Unti l the mid-1970s, much of the current output 
consisted of general purpose machine tools that were re la t i ve ly 
inexpensive to produce, and the Soviets increased machine tool 
production by about three percent annually. Given the new 
needs for special purpose or complex production in a 
technologically changing society, however, the USSR began in 
1977 to cut back the huge annual output of general purpose 
machine too ls , and to expand production already i n i t i a ted of 
specialized and automated machine tool equipment. This 
specialized equipment included numerically control led (NC) or 
computer operated (CNC) machine too ls , automatic l ines , robots 
and manipulators, machining centers, and aggregate machining 
systems. These changes led to a 13 percent decline in the 
to ta l number of machine tools produced during 1978-82 but, at 
the same t ime, the introduction of more expensive and complex 
equipment. 

I t i s taking Moscow longer than the West to modernize i t s 
machine tool industry, however. The Soviets are impeded by the 
re la t i ve backwardness of the Soviet electronics and computer 
industr ies, the lack of trained computer programmers, 
engineers, and machine tool operators, the d i f f i c u l t i e s in 
integrat ing new equipment with o l d , and a state-operated 
t rad i t iona l manufacturing system that often discourages 
innovation. The need to continue to service the exist ing 
machinery and to replace the aging portions of the huge Soviet 
machine tool industry also creates great pressure for continued 
large-scale production of conventional models. Hence, the USSR 
continues to produce three times as many conventional 
metalcutting tools as the US. Although the Soviet annual NC 
machine tool output of about 10,000 units equals that of the 
United States, advanced computer-operated mult iaxis machines--
now common in the West--make up only four percent of to ta l 
Soviet production compared with bb percent of the US t o t a l . 

To help compensate for the slow progress in advanced 
machine tool production, the USSR is resort ing to large-scale 
imports. In the f i r s t half of the 1970s, 80 percent of Soviet 
machine tool imports consisted of conventional or specialized 
equipment, but during the past decade advanced machine tools 
have figured heavily. For some models—machining centers, for 
example--imports even exceed domestic production. This 
equipment has helped the Soviets to start up or improve 
domestic c i v i l i a n and defense production. 
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Senator PROXMIRE. If the slowdown was caused to any significant 
extent by SALT I and SALT II, that would tend to contradict what 
has become conventional wisdom about how detente failed to 
modify Soviet behavior and would be a powerful argument for 
arms control negotiations. Why should the possible effects of the 
SALT agreements on Soviet military procurement be classified, not 
available to the public any more than the potential effects of eco­
nomic problems on military procurement is classified? 

Mr. GATES. Mr. Chairman, first of all, our position would be that 
while the slowdown in the rate of growth of spending on some of 
the systems covered by SALT may have been a factor in the overall 
leveling of the rate of procurement, we have not seen a change in 
Soviet behavior. Moreover, what we have observed on several occa­
sions is a substitution. We have not seen Soviet design bureaus or 
Soviet weapons production facilities closing down; what we have 
seen them do is produce different kinds of weapons systems, so that 
those that have been producing one kind of submarine are produc­
ing another kind of submarine. 

Senator PROXMIRE. Wait a minute. It seems to me that there is a 
change here. They had been accelerating, they had been speeding 
up. And it is true that they are at a very, very high level of pro­
curement and a high level of military spending, but they do not 
seem to have increased overall, if you are right that their increase 
may be in some areas but not in others. But this is a change over­
all; to have something that is moving ahead at a rapidly increasing 
rate and it levels off, it seems to me that is a change that we 
should be sensitive to and aware of. 

Mr. GATES. Yes, sir. And that gets at the point that Mr. Licari 
was making about the stretchout of some programs, the fact that 
some of their ballistic missile submarines have not been coming off 
the ways as quickly as they might otherwise have. 

But I just wanted to underscore the point that we have not seen 
a transition from weapons production capabilities from SALT to ci­
vilian purposes or to nondefense purposes, but rather a swing 
toward other defense areas. 

Senator PROXMIRE. I am talking about changing overall, not con­
version. And I realize that in asking this next question it is hard to 
put it in perspective because all of us are right now so sensitive 
and aware of the vicious shooting down of the unarmed Korean jet, 
and that is right in the forefront of our mind, and we realize the 
Soviet Union is paranoid and has an enormous military power and 
has a gross disregard for human life. I realize that Soviet defense 
costs are growing. Even if they were level there would be huge ad­
ditions to the Soviet weapons inventory each year, and Soviet mil­
itary power would continue to be great. Nevertheless, the current 
trend can be viewed as a slowing down of the Soviet military build­
up and a trend which is quite at variance from the conventional 
wisdom about Soviet defense spending during the decade of the 
1970's. Is it possible that the Soviet behavior is in part—this is the 
part that at this point seems a little incongruous—a response to 
the improved U.S.-Soviet relations that took place in the early 
1970's and the efforts that were made to continue improving rela­
tions during the rest of the decade? 
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Mr. GATES. Mr. Chairman, I spent half a dozen years on the Na­
tional Security Council staff under three Presidents, and it is my 
view that, with the exception of occasional bumps upward, the 
Soviet Union has regarded its relationship with the United States 
to have been generally deteriorating since at least 1975 and prob­
ably 1974, after the failure to pass the Trade Act of 1974 and the 
associated legislation granting the U.S.S.R. most-favored-nation 
status and making it eligible for Export-Import Bank credits. 

There have been some bright moments in that period in terms of 
Soviet perceptions of the potential for improved relations, for ex­
ample, the Vienna summit in 1979. But from their standpoint the 
overall trend in the relationship has been a negative one for a 
number of years. Therefore, it is my judgment—and it ties in with 
our earlier statement—that the decline in the rate of growth of 
procurement is tied principally to forces beyond their control at 
this point. 

As I say also, we believe that they are poised, both from the 
standpoint of weapons systems in research and development, as 
well as production capabilities, to resume a higher rate of growth 
in their defense spending. 

COMMITTEE STAFF STUDY ON SOVIET DEFENSE TRENDS 

Senator PROXMIRE. NOW you have had an opportunity to review 
the committee staff study on Soviet defense trends which tried to 
explain the latest conclusion of the intelligence community about 
the trends in Soviet defense costs and put them in perspective. l Ac­
cording to this study the DIA agrees with your constant dollar esti­
mates but comes to a different conclusion when it uses its own 
methodology to estimate current ruble expenditures for defense. 
DIA concludes that there was no slowdown in total defense spend­
ing in current ruble prices, which increased by 6 to 7 percent per 
year during the 1970's. Is that a correct description of the differ­
ences between the CIA and DIA estimates? And if so, can you ex­
plain why Congress ought to give greater weight to the constant 
price estimates than to the DIA's current price estimates? 

Mr. LICARI. Senator, you are right in citing the differences in es­
timates and methodology between the DIA and CIA. We choose to 
develop constant price estimates of Soviet defense costs because 
they exclude inflation and give us in a sense a real trend of effort 
devoted to military activities overtime. 

DIA, on the other hand, is attempting to develop a series for de­
fense spending that it thinks is closer to what the Soviet leadership 
would be looking at. That is not our intention. We have different 
objectives and approach them in different ways. 

Our estimate of defense spending in constant prices, we think, 
gives us a reasonably accurate indication of trends in the effort the 
Soviets are devoting to military activities. But we do not pretend 
that that in any way gives data that the Soviet leadership would be 
looking at. Our estimate is in constant prices; it uses Western con­
cepts. 

1 The full text of the committee staff study entitled "Soviet Defense Trends", may be found on 
p. 371. 
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INFLATION ADJUSTMENTS 

Senator PROXMIRE. What is the difference in that inflation ad­
justment that you make? 

Mr. LICARI. We actually do the calculations in constant prices. So 
we do not really make an inflation adjustment. We calculate the 
costs 

Senator PROXMIRE. HOW do you determine constant prices in the 
Communist economies? 

Mr. LICARI. We happen to use as a price base the year 1970. The 
reason is that the Soviets introduced a set of new prices in 1967 
which we think better reflected real resource costs, and we accu­
mulated enough prices for the several years centered around 1970 
to use that as a price base year. We also make an adjustment after 
we compute total defense costs to adjust, as you are suggesting, for 
the fact that actual Soviet prices do not reflect resource costs as 
fully as Western prices do. It is called a factor price adjustment. 

After we calculate, using a subset of official Soviet prices and 
other data, an estimate of Soviet defense spending in ruble terms 
in constant prices, we make a further adjustment to account for 
the fact that actual Soviet prices are not as reliable as Western 
prices in measuring resources. 

Senator PROXMIRE. Congressman Scheuer. 

SOVIET LIVING STANDARDS AND THE MILITARY BURDEN 

Representative SCHEUER. Mr. Chairman, let me apologize for 
coming late. I chaired another committee meeting and then I had 
an appointment with Mr. Ruckelshaus, and I am sorry to have 
missed what was obviously an extraordinarily interesting session. 

Let me ask a very naive question, and I apologize in advance for 
its foolishness and naivete. 

Do you feel that there is sufficient pressure on the Soviet leader­
ship to achieve improvements in the civilian standard of living to 
make up for the vast shortages that pervade Soviet life, the shoddy, 
crummy standards of workmanship, the quality of goods that are 
available, for that to become an important factor in inducing them 
to be more forthcoming at the conference table, in limiting arma­
ments so that they can divert resources from military enterprises 
of all kinds into their civilian sector? 

In the absence of a voting public, in the absence of a consumer 
movement as we know it, in the absence of civic and community 
organizations and spokesmen of any kind, in the absence of any 
disparate voices other than the voice of government, other than the 
will of the Andropov administration to improve the quality of life, 
is there any measurable pressure on them to divert resources from 
the military to civilian purposes that would have any kind of 
meaningful impact on their willingness to be somewhat more forth­
coming in negotiating arms limitations than they have been up 
until now? 

Mr. GATES. It is, I think, a mistake to say, as it is sometimes put 
by people, that the Soviet leadership is totally immune or oblivious 
to the problems of the quality of life of the Soviet people. They 
need look no further than to the country on their western border, 



280 

Poland, to see that the consequences of ignoring the state of being 
of their general population has political risks. 

It is particularly true in a country like Russia where periodical­
ly, over the past several hundred years, there have been extremely 
violent uprisings of popular discontent. They are rare and they 
have been put down with extraordinary harshness, but neverthe­
less they have occurred. 

So the leadership cannot be oblivious to these concerns. 
By the same token, I think our perception is—and I would defer 

to my colleagues for further comment—I think our general percep­
tion is that they are not prepared to do more than they absolutely 
must to keep the populous minimally satisfied. They are not pre­
pared to make the kind of resource allocation to consumer goods 
and to make the changes in the economic structure to provide for 
the growth of service industries and that sort of thing that would 
do more than feed the people on a fairly unexceptional diet and 
provide some consumer goods, often of very poor quality. 

If the Soviets choose over the next several years to change their 
allocation of resources, that change in resources is more likely to 
go to greater investment in heavy industry, to investments in agri­
culture and in energy than into the consumer sector. They will 
make some gestures in that direction; they will make some very 
highly publicized moves to try and persuade people that they are 
doing more for them. But fundamentally the consumer is not a par­
ticularly high-priority item to the Soviet leadership. 

They are particularly not a high-priority item when the Soviets 
believe that their national interests dictate a further growth in de­
fense spending. This has been traditional Soviet practice. Those 
who are Andropov's principal supporters in the leadership repre­
sent those elements of the economy that have favored the develop­
ment of heavy industry in part because of its relationship to the 
military. 

So it seems to me that the Soviets are aware of the need to pay 
some attention to the consumer, but they do not regard it as an 
item of significant pressure. 

Mr. NOREN. I would amplify that a bit. Andropov, as we made 
clear in the submission, has signed on to the food program that 
Brezhnev introduced in May 1982. That program results in an allo­
cation to agriculture of almost one-third of all funds for new fixed 
investments. That is about the ratio that had been sustained 
through Brezhnev's last years, and it is a very heavy resource cost. 

I think in terms of the investment, the allocations to agriculture 
and to the food industry and the associated support industries, that 
that is a commitment to the consumers. 

I would say that in the 1970's, after 1975 as Mr. Gates has sug­
gested, the regime reacted to circumstances that were beyond its 
control, which originated in part from mistaken investment deci­
sions, misallocation of investments, and most of all, a misjudgment 
of the productivity gains that would be forthcoming to sustain eco­
nomic growth. Those planned gains were not realized. 

As a result, you did not have enough production on the supply 
side in terms of metals and other industrial materials, and follow­
ing that, machinery, to support the kinds of investment programs 
they wanted. 
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I think you were talking earlier about policy decisions. The 
policy decision was an adaptation to circumstances. In those cir­
cumstances, I think the military took its lumps along with the ci­
vilian programs. 

Representative SCHEUER. I did not get that last sentence. 
Mr. NOREN. I think the military took its lumps along with the 

civilian programs. 

ENERGY 

Representative SCHEUER. Let me ask some questions about 
energy. 

I understand from your testimony, which I unfortunately missed, 
that you have more or less revised your estimates that oil produc­
tion would decline in the early 1980's, and now your best estimate 
is it will decline in the late 1980's. Is my understanding correct? If 
it is, can you tell us why it will decline at all in the late 1980's, 
how sharp or how little that decline will be, and what its impact 
will be on reduced exports of oil to Soviet client states in Western 
Europe and elsewhere? 

Mr. HAUS. Well, a decline is not foreordained. As I indicated 
before you arrived at the subcommittee hearing, Soviet reserves 
are, in theory at least, more than ample to support some increase 
in production throughout the rest of this decade. The key variable 
will be the level of effort the Soviets are able to make, because the 
basic problems they are facing are that the reserves tend to be in­
creasingly farther and farther away from centers of development, 
and they tend to be deeper. In other words, they tend to be less 
accessible in general, and that raises the cost. 

To give you an indication of how investment requirements have 
been increasing, from 1970 to 1980 the cost of producing a barrel of 
oil essentially tripled in the Soviet Union. From 1980 to 1985 the 
Soviets plan to nearly double the amount of resources—in real 
terms—that they are committing to the oil effort. If they want to 
continue to see growth through the end of this decade, they would 
effectively have to triple, based on our calculations, those re­
sources, and they have talked about this themselves. 

Our judgment is that in the most likely case, given, on the nega­
tive side, the increasing difficulty of developing the reserves they 
have, and, on the positive side, the fact that they have been having 
some small successes on the conservation front at home, coupled 
with the advent of gas sales to Western Europe on a much greater 
scale, we think probably what will happen, if current trends play 
out, is that some time in the second half of this decade Soviet oil 
production will probably level off, and the Soviets will allow it to 
decline. This, however, does not have to be the case. 

There are, however, a number of risks on the down side to the 
Soviets, not the least of which is the fact that most of their largest 
major producing fields, which had really carried them through the 
1970's, will have dropped by 2 to 3 million barrels a day output be­
tween the current time and 1990. 

So they are in a situation in which they are constantly having to 
work harder. We think that they will probably take advantage of 
the gas sales, take advantage of certain conservation measures 
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they are trying to introduce, and allow production to fall a bit. It 
will not be a sharp drop. At the outside by 1990 they should be pro­
ducing at least 11 to 12 million barrels of oil a day. 

Representative SCHEUER. From what you are saying, their experi­
ence roughly parallels ours. 

Mr. HAUS. That is correct. 
Representative SCHEUER. At a time of increasing energy costs the 

response has been more conservation and probing higher priced re­
sources, and somewhat less of a production. So it is almost the 
same reaction that the market forces would have produced. Their 
central planning has produced sort of a mirror image of what our 
market forces have provided in this country. 

Thank you, Mr. Chairman. 
Senator PROXMIRE. Senator Sarbanes. 
Senator SARBANES. Thank you, Mr. Chairman. 

REASONS FOR REVISED ENERGY ESTIMATES 

First, Mr. Chairman, I want to commend you for again holding 
these hearings as part of a series that you have now done, I think, 
over a decade. I think they make an enormous contribution to the 
record and to the material available to the Congress, and to the 
extent that it can be released, available to the public. I simply 
wanted to register that at the outset. 

I think this is an example of the kinds of hearings we ought to 
do more of, and not immediately focus on some current problem, 
but trying to develop a deeper base of understanding out of which 
we can make lots of decisions. 

Let me first pursue the energy question which Congressman 
Scheuer was on. 

You say on page 3, "All things considered, the energy picture im­
plies much less of a constraint on growth of the domestic economy 
than we thought last summer." 

As I read this rather quickly, and I apologize for not being here 
earlier, there is a substantial revision of your views on the energy 
question. Is that fair? 

Mr. GATES. Yes, sir. 
Senator SARBANES. Why? What was it that we have discerned 

over a few months or a year at most that led to a substantial revi­
sion in this estimate? 

Mr. GATES. We asked for a major reevaluation of our estimates 
on Soviet energy about a year-and-a-half ago, and what you see in 
front of you are the results of both a considerable amount of new 
data and a great deal of new analysis, and I would like to take just 
a moment to ask Mr. Haus to discuss both of those with you. 

Mr. HAUS. When we did our original work in the late 1970's— 
specifically in 1977—most of the analyses and most of the data that 
were available to us on Soviet oil and the rest of the Soviet energy 
sector come from unclassified sources, and at that time most of 
those sources pointed to serious problems. Many of those problems 
in fact still exist. 

Since 1977, and this has been a gradual process rather than one 
that occurred overnight, we have been introducing a variety of 
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techniques that permit us to take a look at the Soviet energy pic­
ture—particularly their petroleum situation. [Security deletion.] 

We have therefore been able to get a much better, more rounded 
view, and that has been principally responsible for the change in 
our judgments on Soviet oil reserves. Our views on Soviet gas re­
serves have always been that they were very substantial. For oil, 
however, there has been a major change. 

Something else has happened. We have found that we underesti­
mated the ability and the willingness of the Soviet leadership to 
make the kind of effort they would need to, in terms of drilling and 
in terms of exploration and development work, to keep oil produc­
tion growing. 

In the late 1970's, not long after our estimate appeared—that is, 
the Agency estimate—and the subsequent discussion that took 
place in the press and in this committee, the Soviets made a major 
effort to turn the situation in West Siberia around. In fact, Brezh­
nev himself, along with Kosygin, went out and took measures to in­
crease production in West Siberia. And it worked. We have seen a 
doubling and tripling over a 5-year period of the inputs there, and 
that has made a difference. They have had the reserves there to 
permit them to do that, although it is getting harder. 

5-YEAR PLAN PROCESS 

Senator SARBANES. On page 11 you say that "Andropov must 
soon decide how to approach the defense spending and resource al­
location issue because the planning cycles for the 1986-90 plan is 
already underway." 

Once the Soviets are into a plan, to what extent do they become 
locked into it and to what extent can they adjust a plan? 

Mr. GATES. They can make adjustments. There is no question 
about it. In fact, perhaps one of the best examples of their willing­
ness to interrupt the plan is the case that Mr. Haus just indicated. 
In the 1976 to 1980 plan the Soviets interrupted it midway to throw 
enormous new resources into energy exploration, and it is one 
factor that helped unbalance in some respects the rest of the econo­
my as well. 

But in terms of their more regular procedure and their flexibil­
ity, let me ask Mr. Noren to address that. 

Mr. NOREN. Well, on the particular point of the planning for 
military programs, I think we have decided that they do pay a 
great deal of attention to the 5-year plan. New programs typically 
are coordinated with civilian programs within the context of 5-year 
plans. That does not mean that they do not adapt to circumstances 
and then stretch out programs as required. We think they did so in 
the 1976-80 plan. 

Senator SARBANES. Does that mean if you were trying to influ­
ence the directions in which the Soviets would be committing their 
resources, to the extent that relates to their perception externally 
as well as internally, that the better time to do that is as they are 
leading up to decisions for a 5-year plan and somewhat more diffi­
cult in the course of the 5-year plan to get them to shift direction 
or priorities? 

29-570 0—84 19 
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Mr. NOREN. I think it would be true to say that the more influen­
tial decisions, both in military and civilian programs, are made in 
the 2 years preceding the beginning of the 5-year plans. 

Mr. GATES. I might add, Senator, that as part of a military 5-year 
plan the military prepares an assessment of the external threat, 
and both of these activities, their assessment of the world environ­
ment and then their actual plans, are as Mr. Noren indicated, pre­
pared in the 1Vfe or 2 years prior to the beginning of the new plan. 

ECONOMIC STRENGTHS AND WEAKNESSES 

Senator SARBANES. In the operation of their economy, in what 
areas do you see them as being the strongest in terms of their eco­
nomic efficiency and in what area the weakest? To put the ques­
tion even more direct, if the West is trading with them, what trade 
is it that helps them the most because it picks up an area where 
they are inefficient and therefore have to devote heavier resources 
in order to handle the problem, as compared to areas that are more 
efficient and, therefore, they have to devote less resources to? 

Mr. NOREN. I think one important area clearly is agriculture. 
Along with grain we also must remember that they buy a consider­
able volume of other agricultural products and foodstuffs. It would 
be very expensive for them to expand production of these commod­
ities in the Soviet Union. So what they can do is save considerable 
resources for example, by importing agriculture products, and, if 
they can, by selling gas, because gas production can be expanded 
much more cheaply than the production of agricultural products. 

Senator SARBANES. I cannot find it now, but somewhere in here 
you talk about their foreign currency balance. Do you recall where 
that is? 

Mr. NOREN. Foreign trade is discussed beginning on page 10 of 
the briefing paper we submitted.1 

HARD CURRENCY PAYMENTS POSITION 

Senator SARBANES. I take it they are paying for the grain im­
ports essentially with the energy exports, is that right? 

Mr. NOREN. That is right. 
Senator SARBANES. What prompted them to make what I per­

ceive, at least as I read the text here, to be this major effort to im­
prove their hard currency payments position in 1982? They slashed 
the deficit actually to one-third of what it had been the previous 
year and had record high assets in Western banks, half of their 
total hard currency debt. What led them to do that? 

Mr. NOREN. Senator, in the late 1970's their payment position 
had been relatively good because of a high volume of energy ex­
ports and a rise in the price of energy exports. 

In 1979-81 the volume of their energy exports leveled off and 
then declined. They found themselves in a position in which their 
gross debt, their hard currency debt to the West, went up from 
$17.9 billion in 1980 to $20.9 billion in 1981, a rise of $3 billion in 1 
year. 

1 See briefing paper beginning on p. 293. 
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This was at a time when they were watching Eastern Europe 
and seeing what had happened to Polish debt, Romanian debt, and 
in most of the East European countries the debt to the West had 
been rising. In addition, the prices the Soviet Union received for 
energy exports fell in 1982. 

They obviously determined that they were going to do something 
about that. They attacked the problem in several ways. First, they 
cut back on their orders for Western machinery; second, they insti­
tuted in 1982 a 10-percent reduction in petroleum exports to most 
of Eastern Europe; third, partly because of slower economic growth 
at home, the growth in home consumption of energy diminished 
considerably. i 

i 
ECONOMIC PRESSURES 

Senator SARBANES. Where do you see the economic pressures 
working on Andropov and the leadership there as they approach 
this decisionmaking for the next 5-year plan, 1986 to 1990, which I 
take it is in the process now of being formulated? 

Mr. NOREN. I think the single most important problem that the 
leadership faces is how to make the system more productive. They 
are clearly going through a period when they cannot use the same 
old formulas to maintain or revive growth. In some of the materi­
als we submitted to the committee we illustrated the slowdown in 
the rate of growth of the labor force; because of reduced rates of 
investment growth the growth in capital stock is going to be less. 
They have to make up the difference in productivity. 

We understand that the machinery sector in particular needs a 
substantial dose of investment for modernization. Part of that has 
to do with finding the investment resources to provide that mod­
ernization. They also know that they have to do a better job of in- , 
troducing new technology, whether it is domestic or from the West. 
They have access to substantial amounts of new technology, but 
they have a very great difficulty in assimilating it. Improvement in 
this area requires some changes in the system that would in fact 
induce faster assimilation of technology. As our submission sug­
gests, we are fairly pessimistic that that will come about, that large 
improvements will come about in that area. 

Senator SARBANES. My time is up. I have a couple more questions 
that I will defer. 

Senator PROXMIRE. Why do you not go ahead. 

TWO-TRACK ECONOMY 

Senator SARBANES. I guess there is a view on our part that the 
Soviets effectively run a two-track economy. They have a military 
which is efficient, productive, and highr quality and all the rest of 
it; then they have the rest of the economy that everyone character­
izes as inefficient, unproductive, shoddy quality and all the rest of 
it. Is it your view that that is the case? And if so, how do they ac­
complish this complete bifurcation of being able to be efficient in 
one place and grossly inefficient in another? 

Mr. GATES. Let me address that and then I will ask Mr. Noren 
and Mr. Licari to fill in some of the details. 

t , 



To a certain extent that is not an inaccurate description, in that 
the military has first call on high quality goods and first call on 
technology, first call on investment resources, first call on labor 
force, and so on. Perhaps it is not as much a two-track economy as 
it is a system under which the military gets to pick off the best, 
whether it is an assembly line or people or anything else. 

What we are seeing and what we are documenting this year 
really for the first time is that those two tracks are not completely 
separate. When the remainder of the economy—transportation, the 
railroads, the steel industry, the cement industry, and so on— 
reaches a certain level of poor performance it does begin to impact 
on the military because there is not enough there for the military 
to be able to achieve all of its objectives. 

This gets at the issue that I was describing earlier for the chair­
man, and that is the possibility—we do not have any direct evi­
dence of it—that there may even be a split within the military 
about whether to maximize allocations to defense programs out of 
current resources or whether they see their longer-term interests 
as better served by perhaps taking a little less now and seeing 
more invested in trying to overcome some of the problems in the 
other sectors of the economy that now, we believe, are beginning to 
be something of a drag on their procurement capability. 

Let me ask my colleagues to add to that. 
Mr. LICARI. Senator, I would add simply one thing. As the Soviet 

economy shifts to more emphasis on high technology goods, and es­
pecially in the defense sector, I think the problem with quality will 
be very important there as well. The insulation, as Mr. Gates said, 
that we had conventionally viewed as existing between the civilian 
sector and the military sector, can break down. As high technology 
goods become more important on the military side, quality becomes 
more important. Then, even the military side begins to suffer from 
the same kinds of problems that occur in the civilian economy. 

Senator SARBANES. Thank you, Mr. Chairman. 

IMPROVEMENT IN CHINA'S ECONOMY 

Senator PROXMIRE. Mr. Gates, you and your colleagues have been 
very good in responding to questions. They have been detailed and 
helpful. I am going to ask a series of questions on China, of Mr. 
Phillips, I presume, primarily, and I am going to ask Mr. Phillips 
to be as concise as he can, and see if he can answer each one in less 
than a minute. If so, then I can yield to my colleagues and we can 
finish up. 

I know it is hard to do in this area. And if you would like to 
expand on the remarks in the record, by all means do that. 

Senator SARBANES. YOU ought to make part of the deal that the 
question not run for more than a minute. [Laughter.] 

Senator PROXMIRE. The question will run for a lot less, I can tell 
you. 

The first question is you report that China's economy is in much 
better shape than it was a few years ago, but I am not sure that 
you give the reasons. Will you in this brief time discuss the factors 
that explain the improved performance and some of the measures 
that illustrate the improvement? 
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Mr. PHILLIPS. Very briefly, and I will expand on this later. When 
we say a few years ago we are talking about the pre-1976 period, or 
the pre-1978 period, if you will. What we are saying is that there 
has been more attention now focused on efficiency problems. Some 
of the reforms have had positive effects on economic performance, 
particularly in agriculture. And so when we are talking about a 
few years ago we are talking about 5, 6, or 7 years ago. 

INVESTMENT 

Senator PROXMIRE. Why do the Chinese central planners have 
such a difficult time controlling investment in heavy industry and 
shifting emphasis to light industry, which is what they said they 
wanted to do several years ago? Why is that so hard? 

Mr. PHILLIPS. In the first place, there are the traditional atti­
tudes toward light and heavy industry. Heavy industry has always 
been considered the engine of growth in the economy, and shifting 
emphasis toward light industry has been a problem for planners. 
But even more correctly, I think, it is not a question of investment 
in heavy industry or light industry; the problem at the moment is 
one of too much investment across the economy. Very simply, if 
$100 can buy you 3 projects done in a normal span of time, if in­
stead of working on 3 projects you are working on 20 projects in 
that time with the amount of resources available in the economy, 
you cannot complete any of them on time. What is being squeezed 
are the large projects in energy and transport, which of course, if 
you think of it, are heavy industry. 

So it oversimplifies the case a little bit to say that they are 
trying to invest in light industries rather than in heavy industry, 
and the Chinese have pointed to this themselves as a problem. 
They have to invest in appropriate parts of heavy industry as well 
as in light. 

UNEMPLOYMENT AND INFLATION 

Senator PROXMIRE. YOU gave me unemployment figures in China 
which shocked me and surprised me—10 percent in the cities, you 
said. 

Mr. PHILLIPS. I think we said "up to." 
Senator PROXMIRE. And inflation rates from Chinese official sta­

tistics. Are these from Chinese statistics, and if so, how reliable are 
they? 

Mr. PHILLIPS. The 5 to 10 percent? 
Senator PROXMIRE. Yes, sir. 
Mr. PHILLIPS. The highest official inflation rate that the Chinese 

have published was about 3 years ago, and I think it ran about 6 
percent. More recently, in the last couple of years, they have been 
publishing figures of about 1 percent, 2 percent, maybe 2V2 percent. 

Senator PROXMIRE. Are they reliable? 
Mr. PHILLIPS. They are what the Chinese call basic price stabili­

ty. We do not believe that they are reliable. The way the statistical 
system is put together, it does not take account, for example, of an 
individual who is unemployed going into a store, buying a pair of 
shoes, and turning around and selling it to the ultimate consumer 
at a higher price. Official figures do not capture that sort of hidden 
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price increase. That is why we put a figure of 5 to 10 percent on it. 
A 2-percent inflation rate in an economy would not be considered 
by an American to be serious. So we feel, to give the flavor, saying 
something like 5 to 10 percent is more accurate. 

Senator PROXMIRE. HOW can you come close to estimating it in 
that fantastically complex, enormous country? Do you have an in­
dependent sample of prices. 

Mr. PHILLIPS. NO, sir, we do not. 
Senator PROXMIRE. YOU do not know if it is 5 or 10 percent or 15 

to 20 percent or 2 or 3 percent; do you, really? 
Mr. PHILLIPS. We do believe that it is higher than the 2 to 3 per­

cent that the Chinese are publishing, and we feel that a range, of 5 
to 10 percent, which is why we do give a range, probably captures 
the actual inflation rate. 

MARKET SOCIALISM 

Senator PROXMIRE. China's reforms have been described as a step 
toward a form of market socialism. Do you see it that way? Or how 
would you characterize their reform movement in terms of state 
control versus private enterprise and how far do you believe the re­
forms will go? 

Mr. PHILLIPS. I feel, and I think most of my colleagues would 
agree with me, that China is not becoming capitalist, which is one 
of the charges that has been leveled at them. They are working 
toward some form of market socialism; they are trying to work on 
reforms that structure incentives to try to make the economy oper­
ate more efficiently. How far they are going to go is really hard to 
say at the moment, primarily because some of the reforms, as we 
have noted in our presentation, have led to other problems—par­
ticularly the investment problem—and to some loss of control over 
the economy. 

TRADE PROSPECTS 

Senator PROXMIRE. In view of China's actions to control its bal­
ance of payments, how would you describe the prospects for trade 
with the United States over the next few years? 

Mr. PHILLIPS. There have been some special elements that have 
entered into the trade question in the last year. We feel that pros­
pects are favorable for certain types of products. The Chinese, for 
example, in their desire to move toward intensive growth rather 
than extensive growth, toward upgrading their current capital 
stock, are looking at improving current facilities. That is one area 
in which the United States can have some impact, and it can be 
favorable to bilateral trade. 

At the moment, given the situation with the Chinese cotton crop, 
that sort of agricultural trade is not likely to grow in the near 
future. It is very hard to say, because there are a whole range of 
products, and if we can find the right sorts of goods, we feel that 
the Chinese are going to be willing to do business and willing to 
expand bilateral trade. 

[Additional information subsequently supplied for the record fol­
lows:] 
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UNITED STATES-CHINA TRADE PROSPECTS 

We believe there is potential for continued growth in US-China trade over the 
next several years, although at a pace more moderate than the rapid increases of 
1978-80 (see table). By 1981, bilateral trade had increased from a level of 374 million 
dollars in 1977 to a strong 5.5 billion dollars, and the United States is firmly en­
trenched as China's third largest trading partner (after Japan and Hong Kong). 

In 1982, China reduced its worldwide imports by 10 percent and its imports from 
the United States by 19 percent. At the same time, China's exports to the United 
States rose 21 percent, partly on the strength of a 34-percent increase in textile 
sales. In first half 1983, China's imports from the United States were down a sharp 
39 percent. This reflects reduced Chinese purchases of cotton and a variety of agri­
cultural commodities that resulted from both China's domestic economic situation 
and its retaliation against US imposition of import quotas on Chinese textiles. Ex­
ports to the United States were up a slight 3 percent. 

We expect total bilateral trade to rise next year. China's imports of cotton and 
synthetic fibers, we believe, will rebound, as will grain purchases from the United 
States. We also expect US suppliers to take part increasingly in the upgrading of 
China's industrial facilities planned that is for the next several years. US imports of 
textiles from China will also continue to grow, boosting that side of the trade equa­
tion. 

UNITED STATES-CHINA TRADE 
[In millions of Dollars] 

1976 1977 1978 1979 1980 1981 1982 

U.S. exports 
U.S. imports 

Balance 
Annual change, total trade (percent).. 

135 171 
202 203 

- 6 7 - 3 2 
11 

[Dollars in billions] 

865 
324 

541 
281 

1,724 
594 

1,130 
95 

3,755 
1,058 

2,697 
108 

3,603 
1,875 

1,728 
14 

2,912 
2,275 

637 
- 5 

Jan.-June 
1982 

Jan.-June 
1983 

Percent 
change 

U.S. exports $1,707 $1,034 - 3 9 
U.S. imports 1,041 1,071 3 

Total trade 2,748 2,105 - 2 3 

DEFENSK SPENDING 

Senator PROXMIRE. Will you summarize China's recent defense 
policy with respect to total spending and spending priorities? 

Mr. PHILLIPS. I am afraid that I am not equipped to do that. 
Senator PROXMIRE. Will you do that for the record? 
Mr. GATES. Yes. 
[The following information was subsequently supplied for the 

record:] 

CHINESE DEFENSE SPENDING 

Our estimate of expenditures for defense shows that outlays grew steadily in real 
terms during the late 1970s and peaked in 1979 to pay for the War against Vietnam. 
[Security deletion.] 

Since 1979, China's well publicized economic retrenchment has forced cutbacks 
that in 1981 brought expenditures for defense to their lowest level since the early 
1970s. The defense budget made a modest recovery in 1982, rising by 6 percent. Pro-
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jections for the Sixth Five-Year Plan (1981-1985) suggest that spending will hold at 
the 1982 level through at least 1985. 

We believe a share of defense spending is being allocated to weapons development 
and procurement of new weapons. Progress made in recent years in trimming the 
size of the armed services and phasing out the production of outdated weapons is 
freeing funds for weapons research and the production of a new generation of weap­
ons. Defense Minister Zhang Aiping, in a recent party journal, calls development 
and production of sophisticated military hardware the "first task" in defense mod­
ernization. 

An additional, often overlooked, source of defense funding is Beijing's profits from 
international arms sales. [Security deletion.] Moreover, defense plants now use 
excess production capacity to produce consumer items for both domestic and foreign 
markets. We believe a portion of the profits from those measures will be used to 
support weapons research and development and help modernize defense plants. 

China almost certainly will need to increase the military budget substantially in 
the 1986-90 time frame to procure weapons now under development. For the time 
being, lack of suitable follow-ons to the People's Liberation Army's (PLA) most ex­
pensive weapons, such as aircraft and armor, will obviate a call for greater defense 
spending. Moreover, the PLA leadership's apparent acceptance of current spending 
levels—in expectation of reaping benefits from overall economic improvement— 
should help to prevent the military budget from becoming a major area of conten­
tion through 1985. 

Senator PROXMIRE. We have heard testimony on China's industri­
al espionage activities to illegally obtain technology from the 
United States and the West. Will you discuss this and also explain 
why the fact cannot be made public? 

Mr. PHILLIPS. I would prefer to do that for the record, if I might. 
I am not an expert in this sort of thing, and I do not want to over­
step my bounds. 

[The information to be supplied for the record is a security dele­
tion.] 

CHINESE-SOVIET RELATIONS 

Senator PROXMIRE. Finally, I would like you to discuss the possi­
bility of a Sino-Soviet rapprochement in light of recent events. 
What is the possibility of them getting together again? 

Mr. PHILLIPS. Again, I have to plead that I am not an expert in 
this, but my own feeling, looking at what has gone on over the past 
few months, is that there has not been substantial movement in 
this direction. There are longstanding problems between the two 
countries. 

I think I have just run up to 30 seconds. Maybe Mr. Gates would 
like to add something to that. 

Senator PROXMIRE. Well, that is pretty important. 
Mr. GATES. We believe that there is some opportunity for the re­

lationship between the two countries to improve, particularly in 
the economic and trade areas, cultural relationships, perhaps im­
proved diplomatic relationships, and perhaps at some point im­
proved party-to-party relationships. However, it seems clear to us 
that the fundamental differences that have divided the Soviet 
Union and China over the past 25 years remain. There may be 
some accommodations on the border and so on, but they are basi­
cally antagonistic powers and they have been for a number of 
years. Even at the so-called height of their relationship there were 
serious differences that were simply submerged. 

What you have particularly, it seems to us, at this point is two 
powers, both of whom have a real interest in persuading a third 
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power that they really are going to get along a lot better. I think 
both of them view the warming trend between them as being of 
particular value in terms of strengthening their bargaining power 
or leverage with the United States. So to a certain extent we think 
that they probably put a little better face on the relationship than 
it really deserves at this point for their tactical, diplomatic pur­
poses. There is some room for improvement, and I do not think any 
of us would be surprised to see that happen. But there are very 
real limits as to how far it will go. 

Senator PROXMIRE. I want to thank you very, very much. 
Did you have another question, Senator Sarbanes? 
Senator SARBANES. Mr. Gates, could you just briefly set out what 

you regard those fundamental differences as being that provide 
this basis for perceiving that the relationship is fundamentally an­
tagonistic? 

Mr. GATES. One of the differences is territorial. The Chinese 
regard the Soviet Union as occupying several million square miles 
of territory that historically was Chinese; they regard the Soviets 
as a security threat in view of the 45 to 50 divisions that sit on 
their border; there has been very little talk by the Soviets or the 
Chinese of any progress in that relationship. 

The Chinese themselves have set three conditions for any real 
improvement in relations: For the Soviets to stop backing the Viet­
namese in Kampuchea; for the Soviets to get out of Afghanistan; 
and the third is to reduce significantly the Soviet military pressure 
in Mongolia and along the Chinese border with the Soviet Union. 
The Soviets have indicated no flexibility in any of those three 
areas. 

Finally, there is the ideological aspect, even though Mao is dead. 
I come at this from the standpoint of someone whose background is 
in Soviet affairs, so my colleagues down at the end of the table may 
have different views. We have some differences of view between 
our Soviet and Chinese analysts that sometimes parallels the 
Soviet-Chinese split. But from the Soviet standpoint, I think they 
cannot be optimistic that the Chinese will ever be willing to recog­
nize Soviet primacy in the Communist movement. Indeed, the Chi­
nese have their own pretensions from the Soviet standpoint of 
being a second center of ideological truth, and that is unacceptable 
to the Soviet leadership. 

So these are some of the fundamental differences. 

ECONOMIC REFORMS AND THE HUNGARIAN MODEL 

Senator SARBANES. Andropov has talked about economic reforms, 
and you discussed that to some extent here. I take it that it is your 
view that there is an entrenched bureaucracy which makes signif­
icant reforms difficult, but in any event he is only talking about 
doing it on a pilot basis and therefore the impact of that would not 
be very great in any event. The one thing we do know about him— 
we have all these ideas floating around about him, and no one 
really seems to know for sure—but we do know he was the Ambas­
sador in Hungary and presumably has followed developments in 
that country closely. Do you think there is any indication the 
would try to move to a Hungarian model? 
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Mr. GATES. My view would be that even if Andropov wanted to 
do that that he would run into substantial opposition within the 
Politburo. As we were discussing earlier, I think there is probably 
a general perceived need on the part of the Soviet leadership to do 
something about their economic problems. One reason why Andro­
pov was selected as General Secretary was probably because there 
was a perception that he was a man of action who could do some­
thing about these problems. I think our view is that the consensus 
falls apart when it comes to considering specific measures that one 
might take. 

Additionally, while Andropov may be somewhat sympathetic or 
willing to tolerate the Hungarian experiments, I think there is a 
generally perceived view on the Soviet part that for a small coun­
try like Hungary to implement those things is one thing; for a 
huge country with an economy the size of the Soviet Union to try 
and do so would be not only very risky, but quite unwise. My guess 
is we are not likely to see the Soviets move in that direction. 

Senator SARBANKS. The Chinese have done some of that, is that 
not right? 

Mr. PHILLIPS. They have done some of it, and, in fact, they most 
recently have been talking quite a bit about the Hungarian reform. 

Senator SARBANES. I notice in agriculture you say their output 
jumped 11 percent in 1 year's time. 

Mr. PHILLIPS. Yes. Partly due to reforms, as it points out, but 
also partly due to changes in the procurement prices. 

Senator SARBANES. Partly due to what? 
Mr. PHILLIPS. The procurement prices, the prices the Govern­

ment pays to procure agricultural products, which have been raised 
several times in the last 3 or 4 years. It is hard to separate out the 
relative importance of those two steps. 

Senator SARBANES. Thank you, Mr. Chairman. 
Senator PROXMIRE. Thank you, Mr. Gates and gentlemen. You 

have certainly done an outstanding job. We are very grateful to 
you. You have made a fine record. 

I hope you can sanitize the hearings as soon as possible and be as 
generous as you can in making that information available because 
I think it is critical for public understanding. 

Thank you very, very much. 
The subcommittee will stand adjourned. 
[Whereupon, at 12:30 p.m., the subcommittee adjourned, subject 

to the call of the Chair.] 
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Tnt roduotion 

When Yuri Andropov became General Secretary of the Communist 

Party of the USSR, economic growth rates had been falling, the 

incr-sas? in per-capita consumption hid come to a halt, and 

resource allocation decisions between military and civilian needs 

were becoming more difficult. Externally the Soviet Union was 

providing support to the stagnating economies of Eastern Europe 

(particularly Poland) and fighting a costly war in Afghanistan. 

With the first anniversary of Andropov's rise to power 

approaching, we review in this paper his policies and programs 

and assess their impact on the economy and on military 

spending. The paper first summarizes the performance of the 

Soviet economy in 1981-82 and the reasons for the sluggish 

economic growth during this period. The economic policies being 

pursued by Andropov, insofar as they have been revealed, are then 

described, and the effect that these policies have had and are 

likely to have on economic growth in the near term is assessed. 

In the final section, we turn to the longer term outlook for 

Andropov's economic and defense policies and for the economy in 

general. 

-1-



296 

Economic Performance In 1981-8? 

In the first two year3 of the 11th Five-Year Plan period 

(1981-85), growth in Soviet gross national product (GNP) averaged 

about 2 percent per year, 3omewhat above that attained during 

1979-80 but well below both the rate achieved during the 1970s 

and the rate implied by the 1981-85 Plan (figure 1). The 1981-85 

Plan depended on a strong turnaround In the rate of growth of the 

combined productivity of labor and capital. Instead, factor 

productivity In the economy declined in 1981—82 by about one 

percent per year. General Secretary Andropov found almost every 

sector of the economy lagging behind plan when he took office in 

November 1982. 

Industry 

The slowdown In the growth of Industrial output was 

especially worrisome. In 1981-82, average annual growth was less 

than 2 1/2 percent, about half the rate called for in the 1Q81-85 

Plan (figure 2). Two developments during this period were 

particularly noteworthy: (1) the slowdown was evident in 

practically every industrial branch, and (2) the trend in the 

productivity of labor and capital employed in industry was down 

dramatically. Despite considerable effort, the Soviets were 

unable to halt the deterioration in efficiency with which 

combined inputs of capital and labor are used in the USSR. 

Factor productivity in industry declined at an average annual 

rate of roughly 1 ̂ percent during 1981-82. 

Energy and Raw Materials. The growth of energy production 

in the OSSR has decelerated significantly. After three decades 



297 

§• 

£3 

•  
3

° 

ft. 
a 

S
 

as 
w

 
w

 

F
^

W
>

;>
*

^
^ 

I
^

^
X

 

fe^8S
$S

S
S

 

I
^

^
S

^
^

^ 

fc^^^^^^^^ 

4 
J> 

4 
A

 
A

 
A

 
4 

A
A

A 

03 

SA
 

.-leo 

3A t 
r» 
a

t 

I 



298 



299 

of growth, oil production In the USSH has begun to level off, 

although—as explained below—the prospects for the future are 

considerably better than we once thought. Production of oil 

(Including gas condensate) has inched forward during -he current 

five-year planning period and now stands at 12.4 million barrels 

per day (b/d). While gas output grew rapidly In 1981 and 198?, 

raw coal output Increased In 198? for the first time since 1973. 

Widespread shortages of raw materials were a major reason 

for the marked slowdown in Industrial production In 1981-82 

(figure 3). Declining growth In production of coal ana its 

deteriorating quality, for example, hurt electric power and 

ferrous metallurgy. Shortages of electric power, in turn, 

impaired the performance of industrial power customers, and an 

insufficient supply of steel products contributed to the lower 

growth in machinery production. Shortages of coke and refinery 

byproducts also hindered production of important chemicals, 

curtailing production In the Interdependent branches of the 

chemical industry. 

Machinery. Stagnation In the output of rolled steel 

products in 1981-82 held back growth in the machinery branch of 

industry. Machinebuilding is a pivotal sector, producing 

military hardware as well as consumer durables and machinery for 

investment. The low rate of growth of machinery output—only 3.2 

percent annually during 1981-82—is about half the rate planned 

for 1981-85 and by far the lowest since World War II. 

Even this slower growth of machinery output depended in part 

on rising imports of rolled ferrous metals. Imports of steel 

-3-
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products, for example, totaled $5.3 billion dollars In 1982. The 

Soviets also stepped up imports of machinery and equipment from 

the West and from Eastern Europe. 

The hard choices on resource allocation facing Andropov are 

most evide-,t' <_-: che machinery sector. The share of machinery and 

equipment in total investment has been rising as part of a 

strategy that emphasizes increased renovation and modernization 

and less new construction. This share, in fact, climbed from 

about 33 percent in 1975 to '•oughly 39 percent in 1981 and is 

planned to increase to more than 12 percent in 1983. At current 

levels of investment, the use of machinery and equipment for 

domestic investment is rising by as much as 7-9 percent per 

year. Meanwhile, the regime would like to push production of 

consumer durables so as to reduce some of the unsatisfied demand 

in consumer markets. But the 3-percent average annual growth of 

machinery output achieved in 1981-8? suggests that the 

investment-defense-consumer competition for machinery products 

will become increasingly fierce. 

The pressure on allocations to investment and the consumer 

could be eased in the near term in two ways: by holding down the 

growth in production of military hardware and by increasing net 

imports of machinery. In the loni?e>~ term, more investment in the 

machinery secto" and its supoo"tlng branches is needed. 

Consumer Goods. The growth of output in light industry and 

food processing during 1981-82 paralleled that of industry as a 

whole. Despite large imports of grain, sugar, and other farm 

products, shortages of agricultural raw materials contributed to 
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the weak performance of food processing and (to a much lesser 

extent) of light industry in 1981-82--although the impact on 

overall industrial performance was not large. Difficulties in 

attracting and retaining a qualified work force and Vow worker 

morale also constrained production. Compared with other 

industrial sectors, average wages in these two branches are lower 

and working conditions poorer. 

Agriculture 

The value of agricultural output, almost the same in 1981 as 

in 1980, increased by somewhat more than 3 percent in 1982. USDA 

estimates grain production at 180 million tons last year—an 

increase of about 20 million tons over 1981 but some 55 million 

tons short of plan. In the crucial livestock sector, meat output 

rose only fractionally in 1982 while milk production turned 

upward for the first time since 1977. Production of fruits and 

vegetables reached record levels and output of potatoes, sugar 

beets, and sunflower seeds increased substantially over the 

depressed levels of 1981. 

Despite the 1982 upturn, farm output was still nearly 7 

percent below the 1978 peak-year level. In fact, the results for 

1981 — 32 have put most of the 11th Five-Year Plan agricultural 

production goals beyond reach. To reach the target for grain 

output, for example, annual production in 1983-85 would have to 

average 285 million tons—nearly 50 million tons greater than the 

record crop of 1978. 
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Transport 

A substantial share of the responsibility for the falloff in 

industrial growth must be assigned to bottlenecks in the 

transportation of both raw materials and finished products. 

Plants we-? "Vi down intermittently, production lines were 

disrupted as machines and workers stood idle for lack of raw 

materials, and finished products piled up on loading docks. 

Total freight turnover, which had increased at an annual rate of 

3.5 percent during 1976-80, actually fell by 0.2 percent last 

year. 

The principal culprit has been the railroads, which shoulder 

the major part of the transportation burden in the USSR. The 

railroads are approaching the limit of their capacity to move 

ever more freight on the existing network with existing 

technology. Shipping natural resources from extraction areas in 

Siberia to processing and production centers in the Western pa"ts 

of the USSR, in particular, has increased the strain on the 

railroads. 

Consumer Weil-Being 

As Andropov noted in his early speeches, much remained to be 

done in the area of consumer welfare when he took office. 

According to our estimates, total oer capita consumption 

increased in "981 by about one percent—but then declined in 1982 

by almost one percent. The official figures released by the 

Soviets confirm that in 1982 the USSR's standard of living at 

best barely held its own: 
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-- "Seal per capita income"—a constant-price measure of 

consumption minus some services—levelled off. 

-- Per capita retail sales (in constant prices) declined by 

more than /-> percent. 

Meanwhile, the availability of quaV.iy foods declined 

generally. Per capita meat consumption, for instance, was down 

slightly in 1982 from its peak 1979 level. 

Because food accounts for the largest share of the Soviet 

family budget and shortages must b3 dealt with on a daily basis, 

changes in food supplies are the Soviet citizen's leading 

barometer of his standard of living. Fearing widespread consumer 

dissatisfaction, the regime took steps to minimize the impact of 

food shortages on worker morale and productivity. The system of 

special distribution of foodstuffs through the workplace (which 

originated in the late 1970s and is considerably more extensive 

than the traditional system of special stores for selected 

elites) was substantially expanded. 

Some signs of unrest—such as short-lived work stoppagss--

occurred during 1981-82, but expressions of discontent generally 

were contained or averted. Faced with long lines at .'scate 

outlets, consumers dealt witr-, the shortages in ways that did not 

threaten the regime--by buying higher-priced foods in the 

officially sanctioned free markets, for example, and through 

barter and black-market activity. 

Defense 

The discussion above centered on the general performance of 

the Soviet economy during the last two years. The issue of 
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Soviet military expenditures requires a longer-terra focus. Our 

approach to defense-spending estimates yields much more 

confidence in medium- and long-term trends than year-to-year 

movements. In addition, we have recently revised our estimates 

in this aren. 

Our latest estimate of Soviet military expenditures 

indicates that defense spending in constant 1970 ruble prices 

continues to increase.* Unlike our past estimates, however, the 

new evidence incorporated in our present estimate indicates that 

in at least one major area, procurement of military hardware, 

Soviet expenditures have leveled off since 1976. 

Total Soviet defense costs, measured in constant 1970 

rubles, grew at an average annual rate of 4-5 percent during 

1966-76 (about the same as reported in earlier estimates). Our 

new estimate, however, shows that like overall economic growth 

the rise in the total cost of defense since 1976 has been slower-

-about 2 percent a year. The rate of growth of overall defense 

costs is lower because procurement of military hardware—the 

largest category of defense spending—was almost flat in 1976-

81. 

New information indicates that the Soviets did not field 

weapons as rapidly after 1976 as before. Practically all major 

categories o*" Soviet weapons were affected—missiles, aircraft, 

and ships. This phenomenon was only partially offset by the 

* We estimate Soviet defense spending annually in rubles to gain an 
appreciation of the Soviet defense "burden". See appendix ft for a discussion 
of the methodology used. 
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tendency of newer, more sophis t i ca ted weapon systems to cost 

more. Costs In a l l other ca tegor ies of Soviet defense continued 

to grow at h i s t o r i c r a t e s over the e n t i r e 1972-81 period. 

Operations and maintenance cos t s , for example, grew by 3-^ 

percent annually; personnel costs ! ".creased by s l i g h t l y l ess than 

2 percent a year ." 

We have only very preliminary est imates ava i lab le for 

1982. They ind ica t e , however, tha t the t rends in both t o t a l 

defense expenditures and procurement costs that we have observed 

since 1976 are continuing. The growth in t o t a l expenditures 

s t i l l appears to be considerably below the long-term average, and 

procurement spending remains roughly unchanged although at a high 

l eve l , when measured in constant 1970 p r i ce s . 

I t should be s t ressed that t rends in Soviet mi l i t a ry 

spending are not a suf f ic ien t basis to form judgments about 

Soviet mi l i t a ry c a p a b i l i t i e s , which are a complex function of 

weapons s tocks , doc t r ine , t r a i n i n g , generalship , and other 

fac tors important in a po ten t ia l c o n f l i c t . The cost es t imates 

are best used to ident i fy sh i f t s in p r i o r i t i e s and trends in 

resource commitments to mi l i t a ry programs over an extended period 

of time. Moreover, the spending est imates do not give an 

apprecia t ion of the la rge stocks of s t r a t e g i c and conventional 

* Our latest dollar estimates show the same trends since they are based on 
the same estimates of quantities of Soviet weapons. The estimated dollar 
costs of Soviet defense activities grew at slightly less than 2 percent over 
the 1976-81 period, a percentage point below the long-term average. 
Procurement costs in dollar terms did not grow during the 1976-81 period. We 
estimate Soviet defense spending In dollars to make comparisons with 
corresponding US outlays. 



weapon systems already deployed. Indeed, current levels of 

spending are so high that despite the procurement plateau noted, 

the Soviet forces have received 3ince 1975 about 2,000 ICBMs and 

SLBMs, over 5,000 tactical combat and interceptor aircraft, 

15,000 tanks v."1. substantial numbers of major surface combatants, 

SSBNs, and attack submarines. 

The impressive dimensions of the Soviet resource commitment 

to military activities also are very visible in comparisons with 

US defense costs. Our latest comparisons of US and Soviet 

defense programs 3how that despite somewhat slower growth in 

recent years the costs of Soviet defense activities still exceed 

those of the United States by a large margin. In 1981 the dollar 

costs of Soviet defense activities were 45 percent greater than 

US outlays; procurement costs alone were also 15 percent 

larger. A comparison in ruble prices shows that Soviet defense 

costs were 25 percent higher than those of the United States. 

The slowdown in the growth of military procurement cannot be 

explained by any single factor. Initially, at least, the absence 

of growth in military procurement might have been attributed to 

natural lulls in production as older weapon programs were phased 

out before new ones began. The extended nature of the slowdown, 

however, goes far beyond normal diDs in procurement cycles. 

The continued slow growth since the late 1970s seems related 

to a combination of complex factors including technological 

problems, industrial bottlenecks, and policy decisions. Some 

funds budgeted for procurement may have been directed instead to 

research, development, testing, and evaluation (RDT&E) during 
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this period because of the increasing complexity of weapon 

systems being researched. 

The burden of defense in the USSR--the share of GNP devoted 

to defense—remained roughly constant at 13-It percent through 

the 1970s because defense and GNP h .ire grown at about the sama 

rate. We had previously forecast that the defense share would 

increase by one-percentage point in the early 1980s. 

Foreign Trade 

After coping successfully with an earlier runup of hari 

currency debt, the USSR was hit in 1981 by a rising agricultural 

import bill and the need to provide hard currency assistance to 

Poland. The volume of grain purchases jumped by more than one-

third, to 39 million tons. The deficit on merchandise trade rose 

to $4 billion, compared with $2.5 billion in 1980. The gap would 

have been even higher had Moscow not pushed exports (mainly oil) 

and trimmed imports (mainly machinery and equipment) in the last 

half of 1981. For the year as a whole, the Soviets managed to 

maintain the value of oil exports at the 1980 level as a 5-

percent oil price rise offset the drop in volume. 

The Soviets improved their hard currency payments position 

in 1982. By strongly pushing oil exports and holding down 

imports, the USSR slashed its hard currency trade deficit to $1.3 

billion, or one-third of the deficit incurred in 1981. Exports 

were up 10 percent, with all of the rise coming from the sharp 

jump in oil sales. Moscow reduced the value of imports slightly 

by cutting purchases of Western grain (down 3 million tons), 

chemicals, and nontubular steel. Imports of machinery and 
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equipment and of s t e e l pipe rose s h a r p l y , however, l a r g e l y as a 

r e s u l t of d e l i v e r i e s for the S i b e r i a - t o - W e s t e r n Europe gas 

p i p e l i n e . 

The easing of its hard currency payments position, coupled 

with a probable fall in hard currency assistance to Poland, 

allowed Moscow to reduce its hard currency debt in 1982. By the 

end of the year, gross debt had fallen by an estimated $800 

million and totaled $20.1 billion. Assets in Western banks were 

a record-high $10 billion at the end of last year. 

Moscow's foreign trade policy for 1981-85 calls for an 

increasing share of its trade to be conducted with Communist 

countries. This policy probably reflects several factors: (1) a 

desire to hold down hard currency debt; (2) a long-standing 

policy of self-sufficiency, particularly an aversion to becoming 

too dependent on the West; and (3) a reaction to OS trade 

embargoes that were imposed following the USSR's invasion of 

Afghanistan. 

USSR: Percentage Growth in Foreign Trade3 

) ta l t r a d e 

With Communist 
c o u n t r i e s 

With non-Communist 
c o u n t r i e s 

1981 

1.2 

2 . 3 

7 .8 

1982 

8 .2 

5 .3 

10. R 

1981-85. 
P lan D 

U.O 

5.6 

2 . 3 

Calculated from Soviet data expressed in constant prices. 
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Tn point •>," ~ icl, Soviet trade turnover grew more papHly 

with tine non-Communist eotifilr-'-fts Lri both 1981 and 1982. 

Paradox! lally, however, Sov:et net sains from trade wi<-h 

Coir.f.iun 1st count rie/s (r,: i.--, ur--d by net :.r>por;r. l.'i .-..'..ant pri'.ss 

rose substantially—because of a l~ iling off of real export •?--

while gains from trade with the V=st declined. The Soviet 

surplus on trade with all non-Communist countries rose from 1.1 

billion rubles in 1990 to 3.2 billion rubles in 1982 (including 

major weapons export? to LDCs). At the same time, Moscow's 1980 

surplus of 3.2 billion rubles with the Communist countries 

decreased to a 400-million ruble deficit (in 1930 prices) in 

198?. All categories of Soviet exports^ to Communist countries 

except machinery and equipment leveled off in real terms in 

1982. Sales of machinery and equipment declined because of a 

sharp reduction in sales to Poland; Warsaw cut back drastically 

on investment programs and could not absorb the machinery. 

Reasons for the Sluggish Performance 

The sluggish performance of the Soviet economy in 1981-82 

partly reflected circumstances that were beyond the leadership's 

control. It stemmed mainly, however, from resource-allocation 

decisions made earlier by the regime and from long standing flaws 

in the USSR's system of planning and administration. 

External Factors 

Agricultural production in the USSR is hostage to weather 

conditions to a far greater degree than in most developed 

economies. Poor weather, drought in particular, continued to 

plague the farm sector during 1981—82 as the USSR suffered its 
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third and fourth consecutive poor grain harvests. To a lesser 

extent, harsh weather also hindered construction, transportation, 

and industry, especially the production of electric power—a 

input critical to all sectors of the economy. 

Econon--' - performance was affected also by a reduction in the 

number of people entering the labor force. Increments to the 

working-age population have been declining since the mid-1970s 

because of the lower birth rates of the 1960s, an increase in the 

number of workers reaching retirement age, and a rising mortality 

rate among males in the 25-to-lt age range. The falloff became 

pronounced in 1980, and increments will remain very low 

throughout the decade. 

A third limiting factor beyond the leadership's control was 

the continued escalation of the cost of extracting, refining, and 

transporting fuels and raw materials. Even though the Soviet 

Union is endowed with enormous quantities and a wide variety of 

raw materials, these materials in many instances have become 

increasingly inaccessible and the cost of exploiting them has 

risen sharply: 

— The economy has become increasingly dependent on the 

Siberian areas of the country for fuels and other raw 

materials. Developing these new areas requires large 

capital investments, particularly in construction. 

-- Most of the new areas require social overhead capital— 

roads, housing, cultural, and service facilities—in 

addition to the basic facilities for exploration and 

exploitation. 

-11-
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-- The declir.ing quality of readily available raw materials 

has pushed up capital requirements because of the cost of 

enriching poor-grade minerals and ores. 

Policy S'-rors 

Some of the difficulties of t'v Soviet economy in 1981-S2 

were the result of deliberate policy choices, as the earlier 

discussion of developments in industry and transportation 

sjijjests. At a time when investment needs were rising rapidly, 

the 1981-85 Plan called for investment spending to grow on 

average by less than 2 percent per year. This was by tar the 

lowest planned increase in the post-World War II period. The 

marked slowdown, while partly forced upon the leadership by 

production constraints in the capital goods industries, also 

reflects a conscious attempt to switch to a more intensive 

pattern of growth--that is, growth through more efficient use of 

resources and more rapid technological progress. 

In essence, the planned growth in GNP and its component 

sectors was predicated largely on increases in productivity. 

Increasing the efficiency of new plant and equipment, for 

example, is one of the central goals of the plan. But the 

assumption that slower growth in investment would be consistent 

with rising productivity did not prove out. Capital productivity 

in industry continued to decline at the same annual rate of 4-5 

percent experienced in the last half of the 1970s. 

Soviet planners also have made costly errors in allocating 

investment resources. In some cases, investment in large-scale 

capacities for improving the quality of raw materials such as 

•15-
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iron ore has been emphasized at the cost of modernizing 

capacities for finished products. In other cases, the planners 

have increased the Soviet capacity for manufacturing intermediate 

and finished products while neglecting to develop the raw 

material sunolies essential to ensuring full use of that 

capacity. Many of the domestic bottlenecks experienced in 1981-

82 were the result of such planning mistakes. 

Systemic Problems 

Economic growth is also held back by the USSR's system of 

planning and managing the economy. Economic planning and 

management are highly centralized, with key resources allocated 

by administrative fiat. As the economy has grown in size and 

complexity, it has become more difficult to manage. Moreover, as 

in previous plans, many of the key '\°3'\-8c> goals are unrealistic, 

based on projected productivity increases that cannot possibly be 

met. The result is to intensify the pressure on lower level 

managers to protect themselves through such practices as the 

hoarding of material and labor resources—and thus to aggravate 

already serious bottlenecks. 

Economic Policies Under Andropov 

As the first two years of the 1981-85 Plan neared 

completion, it must have become clear to Soviet leaders that 

their economic strategy was not working. The formulation of the 

1983 Plan, undertaken before Brezhnev's death, provided an 

opportunity to make midcourse corrections in Soviet economic 

policies. Even as late as November 1982, Andropov's sudden 

assumption of power offered a chance for change. Nonetheless, on 
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the basis of ln 'orrsatton published on the 1933 plan and what har. 

happened s ince , we conclude z,:-\t Andropov Is s t i l l hoi*! in £ rsii .1". y 

to the course set by Brezhnev. The possible exception Is 

Investment pol icy. 

Investment 

Because cap i t a l formation Is so important In decerrainir.g the 

d i rec t ions of economic development, investment plans provide 

p a r t i c u l a r l y useful clues to Soviet economic policy. ftltnou^n 

information for 1083 13 sparse , mid-year reported resa les dc 

r a i se the p o s s i b i l i t y that the o r ig ina l f ive-year plan for t o t a l 

investment has been changed. 

The investment policy la id down in the 1981-55 Plan cal led 

for the lowest ra te of investment growth in the post-World War TT 

era--about 1 w percent per year on average. Actual investment 

expendi tures , however, have grown somewhat f a s t e r than planned--

by roughly 3 percent in 1981 and 198?, respec t ive ly (f igure 1) . 

Investment was scheduled to r i s e by nearly 2 V? percent in 1983, 

again s l i g h t l y above plan. But r e s u l t s for the f i r s t s ix months 

ind ica te tha t investment may be growing at a much f a s t e r r a t e . 

S ta te cap i ta l investment, which makes up about n ine- tenths of 

t o t a l cap i t a l investment, increased by 6 percent compared with 

f i r s t - h a l f 1932. 

The step-up in investment could s ignify a change in economic 

pol icy. Indeed, the premise tha t increases in product iv i ty 

required by components cal led for in the 1981-85 Plan are 

compatible with a slowing r a t e of investment has been challenged 

vigorously and publ ic ly in the Soviet Union over the l a s t two 
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years. The sharp increase in investment growth in first-half 

1983 could mean that the proponents of higher investment spending 

are winning out. In any case, much of the acceleration has been 

made possible by the industrial recovery (discussed aalow), which 

permitted increased production of miihinery and equipment and 

construction materials. Some of the growth in investment is also 

the result of an increase in net imports of machinery and 

equipment in 1932 that are just now being assimilated into 

industry. The volume of imports of machinery jumped by about 

one-third in 1982. 

Defense 

Andropov's position on the share of resources that should go 

to the military is unclear. In his November 1982 plenum speech, 

he stated only that "defense requirements as usual have been 

sufficiently taken into account." During a highly-publicized 

visit to a Moscow machine-tool factory, however, he implied that 

a healthy economy is a precondition of military power—suggesting 

that defense could no longer count on retaining unquestionable 

priority in the distribution of resources. 

The little evidence that is available indicates Andropov has 

not accelerated Soviet military spending. For example, the 

leveling off of weapons procurement in recent years has been 

accompanied by an increase in the share of machinery alloted to 

civilian uses. That trend, as noted above, appears to have 

continued in both 1982 and 1983- While we cannot be sure what 

Andropov's policy is, or will be, Soviet military capabilities 

will still increase substantially over the next several years 
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even If the rate of growth of procurement of military hardware 

does not increase. The USSR i3 already Investing so much in 

military hardware that merely continuing procurement at the 

existing level would provide very large annual increments in 

holdings of military equipment. 

Agriculture 

There also are no indications of significant change in 

agricultural policy since Andropov took power. Plans for crop 

production in 1983 have been set largely at the levels indicated 

originally In the 1981-85 Plan, and the General Secretary also 

appears to have thrown his full support to Brezhnev's Food 

Program. 

Mikhail Gorbachev, the Soviet agricultural czar, has been 

lobbying hard for the more rapid and effective implementation of 

the part of the program dealing with structural reorganization— 

the so-called RAPOs.* Soviet press reports and conversations of 

Soviet officials with Westerners indicate that the RAPOs have 

been resisted by the ministries and state committees involved. 

As a result, lack of control over service organizations that 

supply equipment, repair services, agricultural chemicals, and 

construction services has severely hampered the effectiveness of 

the RAPOs. To rectify the situation, the Andropov regime issued 

a decree in late July which attempts to merge the interests of 

farms and service organizations by tying rewards for service 

A RAPO is a self-financing organization that includes all farms, service 
agencies (e.g. repair centers), and processing enterprises in a given 
district. 
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organizations to growth in the output and productivity of the 

farms that they serve. 

As a means of providing better incentives for agricultural 

workers, Gorbachev =.lit _s actively promoting t':e collective 

contract systen:--an aspect of the v~jd Prograrr. tnac received 

relatively little attention before 3rez'nnev:s death. In this 

system, farm workers are rewardea according to the size of the 

harvest rather than receiving hourly or piece work rates. 

Andropov's support of the Food Program is also indicated by 

the continued large share of investment allocated to agriculture 

and the sectors supporting it in 1983- Although some Soviet 

officials believe that agriculture is already receiving a 

disproportionate share of the economy's resources, investment for 

farms and supporting industries is slated to rise by nearly '! Vj 

percent this year—a higher growth rate than that scheduled for 

total investment—and will amount to about one-third of total 

investment. This is the share of investment resources that 

Brezhnev promised in the 1980s at the special Central Committee 

plenum on agriculture in May 1982. 

One aspect of the Food Program that Andropov has been slow 

to embrace is the call for increased private plot production--

which now accounts for about one-fourth of total Soviet 

agricultural output. Little has been done, for instance, either 

since Andropov took over or before, to assure private farmers 

supplies of much needed feedstuffs, seeds, fertilizers and 

pesticides, and small machinery and farm implements. Still, in 

an April speech to regional party leaders, the General Secretary 
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implied that every rural family ought to raise livestock. 

Because agriculture will have difficulty in meeting Its goals 

over the next decade, Andropov is not likely to curtail private 

agricultural activity, despite his apparent lack of enthusiasm 

for it on ideological grounds. 

Consumer Goods and Services 

The new regime has shown concern for the welfare of the 

population in a variety of ways. First, a flurry of decrees has 

been published this year calling for improvements in the level of 

daily services and in the supply of consumer goods provided to 

the population: 

-- K resolution was adopted by the Central Committee in 

February demanding that ministry, department, and union 

republic oficials perform better in constructing housing 

and consumer service facilities. 

-- A joint Central Committee-Council of Ministers resolution 

was published in March calling for an expansion of the 

number of repair and cleaning shops; more personal 

services such as hairdressing, film developing, and the 

rental of consumer durables; and the establishment of more 

convenient working hours in the service sector. 

-- A joint Central Committee-Council of Ministers decree 

passed in late April discusses "the additional production" 

of consumer goods, contains unusually blunt warnings to 

consumer ministries to shape up, and instructs several 

state committees to prepare new measures to improve 

planning, incentives, and price-setting in the consumer 
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goods sector. 

The priority the leadership has given the Food Program in 

part also mirrors high level preoccupation with living 

standards. Judging from Soviet press reporting on Politburo 

meetings, for instance, the Andropov government ha3 devoted more 

time to agriculture than any other domestic issue. The recent 

reorganization of the Central Committee to include a separate 

Department of Light Industry and Consumer Goods also suggests 

that consumer interests are being given greater attention. 

Finally, the regime is continuing the campaign initiated under 

Brezhnev to increase the production of consumer goods in heavy 

industry and may intend to import more machinery for use in 

consumer industries. 

Nonetheless, the regime has little room for maneuver on 

consumer issues until the Food Program pays some return and until 

more investment can be spared for the production of soft goods 

and consumer durables. In his June plenum speech, in fact, 

Andropov stressed that improvement in the standard of living will 

be slow. Increases in income, he has maintained on several 

occasions, must be closely linked to increases in labor 

productivity. 

Foreign Trade Policy 

The foreign trade plan for 1983 suggests that Moscow still 

is bent on increasing trade with its Warsaw Pact partners and 

other Communist countries at the expense of trade with the 

West. In his annual report to the Supreme Soviet, Nikolay 

Baybakov, Chairman of Gosplan, said that trade with Socialist 
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countries would Increase nearly 8 percent—more than double the 

annual rate of the past two years—and would reach 58 percent of 

total Soviet trade turnover. He Implied that trade with 

capitalist countries would drop about 1 percent. Aside from the 

desire to reduce the reliance of CEMA countries on the West, a 

likely explanation for this objective is that Moscow is planning 

on some decline In Its hard currency earnings capacity this year 

(perhaps because it expects reduced earnings from exports of oil 

and arms, both of which hit record highs in 1982) and is 

purchasing less grain. 

Reductions in Soviet shipments of oil to Eastern Europe 

suggest that East European countries may not receive increases in 

deliveries of raw materials from the USSR. It also appears that 

the Soviet Union will pressure Its Warsaw Pact allies to reduce 

their deficits on bilateral trade with the USSR, and 

boost their exports, especially those of higher quality goods, to 

the USSR. But the East Europeans—facing critical economic and 

financial problems of their own—will be neither willing nor able 

to provide Moscow much assistance in providing substitutes for 

imports from the West. The East European countries would be hard 

pressed to increase their exports of machinery and equipment and 

of manufactured consumer goods even more than now planned. 

If the East Europeans cannot boo3t their exports to the 

Soviet Union enough to eliminate the deficits, Moscow could help 

Itself by scaling back its deliveries to Eastern Europe of goods 

marketable in the West. Because further cutbacks In raw 

materials deliveries would be a serious blow to Eastern Europe, 
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we have thought that the Soviets would be reluctant to take such 

action. On the other hand, Moscow may be more willing now than 

in the past to squeeze Eastern Europe. Martial law appears to 

have controlled tensions effectively in Poland, and there has 

been little overt discontent in any of the other East European 

countries despite harder economic times. 

Other Initiatives 

The major new element of economic policy this year is the 

"discipline campaign." Andropov does not believe that greater 

discipline alone will cure the economy's ills, but he sees it as 

a necessary beginning. He apparently is confident that coercion 

or the threat of coercion can increase worker discipline and that 

greater discipline will raise productivity. 

The campaign is designed to tighten discipline all around, 

including management discipline. Andropov has, in fact, fired 

some allegedly corrupt or incompetent officials. The Minister of 

Railways, for instance, was fired shortly after Brezhnev's 

death. Minister of Internal Affairs Nikolay Shchelokov also was 

removed from his post at the plenary session of the Central 

Committee in June, reportedly because of involvement in corrupt 

activities. In their places, Andropov has brought in some 

younger, better-educated, and perhaps more innovative 

officials. To date, however, the campaign appears to have been 

directed primarily against blue-collar workers. In particular, 

the regime has sought to compel workers to put in a full day's 

work. Both internal security forces and militia teams are being 

used to search for workers absent from their jobs without 
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permission. 

k second phase In the caapalgn was Introduced this August. 

k new decree Introduced sanctions (loss of vacation, loss of pay, 

and even dismissal) against workers AVOL or drunk on the job and 

offered financial rewards to more productive laborers. Judging 

from leadership statements, additional measures to reinforce 

labor's commitment to better Job performance are likely to be 

forthcoming. 

In the more Ideologically sensitive area of reforming the 

planning and management of the economy, the new regime has 

Introduced some limited measures designed to decentralize 

decisionmaking in both Industry and agriculture, k mid-July 

Joint party-government decree is the most comprehensive step in 

this direction to date. This "economic experiment" Involves five 

Industrial ministries and will begin in January 1984. The decree 

gives enterprise management more latitude in using investment and 

wage funds, largely In an effort to spur technological change and 

innovation. It also ties worker and management benefits more 

closely to enterprise performance, with contract fulfillment as a 

key success indicator. 

Andropov's endorsement of small labor teams in industry, 

construction, and agriculture also qualifies as an attempt to 

Increase local initiative in the decisionmaking process, this 

time at the lowest production level. The brigade organization of 

industrial labor and collective contract system for farm workers 

allow the enterprises Increased flexibility but at the same time 

make profits and wages more dependent upon final results. 
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The Andropov leadership has also Instituted a new law on 

labor collectives—the first nation-wide labor code. Adopted by 

the Supreme Soviet session in June, it calls for increased worker 

participation in management. It does not, however, materially 

expand workers' rights or give ther. a significant managerial 

role. Mainly, it increases labor obligation to help implement 

plans and campaigns imposed from above. The attempt to represent 

the law as giving workers a voice in economic management suggests 

an effort to improve worker morale--and productivity--by creating 

the illusion of greater power for labor. 

Assessment of Andropov's Policies 

Has the Soviet economic game plan changed in any essential 

way since Yuri Andropov replaced Leonid Brezhnev? The answer is 

no. Continuity has been far more pronounced than change. Soviet 

planners, for instance, are not trying to put the economy back on 

the five-year plan track with the possible exception of 

agriculture. The growth target for industrial production in the 

1983 plan (3.2 percent), for example, is well below the average 

annual rate of growth implied by the 1981-85 Five-Year Plan (1.7 

percent). Although there may be new emphasis on some of the 

economic policies inherited from the previous regime, the central 

core of policies laid down by the new leadership is within the 

bounds of those established during the Brezhnev years. 

-- One feature of Andropov's investment policy--more 

renovation and modernization and less new construction—is 

an intensified version of an investment strategy that has 

been followed for seven years with little success. There 
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»J«ti aeuf * -sentra! part 3* tae C-JB—eat f l re - j ear plan. 

—» "'. -vast area, thve pr ior i ty gl**- to awerall Investment. 

*.^r»3»»T'* s«»Ilcy say -ae i i f f e r e n t frs« arerbneT's. 

Z'.wr.iv.-. -J*» S*«T steppe-i 53 in '?53, altbo-jgh we cannot 

•V* certain that I t s pr ior i ty wi l i be sustained. 

—- Aftdr»p>»T has stuck with the ? » J ?rogra« as the answer to 

agrlMlt'jral problems. 

— In o«s<j«er a f f a i r s , there has been no real change or 

i M o n t l o n . Andropov has exhibited so l i c i tude for 

ConeuMers, but has not backed up that concern with new 

progress or wore resources for consumer industr ies . 

—- «or has Moscow's trade policy or the structure of trade 

changed audi under Andropov. More trade with the West 

wovld seen helpful in easing Soviet economic s train since 

2*st European products are, for the aost part, not viable 

subst i tutes for Western goods. 

~ TIM changes in planning and management announced so far 

a l l hare roots in the Brezhnev era i f not ear l i er . 

Andropov's has retained 3trong central control over the 

key economic decisions—for example, price formation— 

while to lerat ing some devolution In day-to-day 

decis ions . 

The new trend we have observed in military procurement, 

together with continuing domestic economic problems and the 

reoent po l i t i ca l succession, does raise important questions about 

the future Of the Soviet defense ef fort . We previously had 
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estimated that defense spending would continue to grow in real 

terms through at least 1985. We still consider that likely. The 

question is whether the Soviets will rebound from the procurement 

slowdown, so that defense spending will return to (or even 

exceed) the 4 to 5 -percent average annual growth rate of 1966-

76, or whether little or no growth in procurement will slow the 

increase in overall expenditures for some time. Because we do 

not fully understand the causes of the slowdown, we cannot 

provide a reliable answer. 

The new regime, which apparently came to power wior. the 

support of the military, may well be under pressure to speed up 

defense spending. For example, in the first three years of this 

decade we believe the Soviets have already had as many systems 

under development as in each of the previous two decades. Steady 

expansion of production floorspace has occurred since the mid-

1970s providing the Soviets with the potential to translate the 

new systems into deployments in the field. Any major effort to 

sharply accelerate the level of military procurement, however, 

could make it even more difficult to solve the fundamental 

economic problems facing the Soviets. It would require lower 

civilian investment and slower growth or even a fall in per 

capita consumption and could, over the long run, erode the 

economic base of the military-industrial complex itself. 

Moreover, we do not know how quickly the Soviets will be able to 

overcome the problems that may have contributed to the recent 

procurement slowdown: some appear to be pervasive and will be 

difficult for the Soviet system to correct. Regardless of how 
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the leadership decides to approach the resource allocation Issue, 

it will not be able to avoid it for long. The planning cycle for 

the 12th Pive-Year Plan—1986-90—is already under way. 

Outlook for 1983 

This year 3ome of the economic pressures on the Andropov 

leadership should ease slightly. After two years of low growth 

In 1981 and 1982, the economy seems poised for a rebound in 

economic performance. Based on statistics available for the 

first seven months of 1983, we estimate that GNP will rise by 3 Vj 

to 1 percent—well above the approximately 2 percent rate of 

growth achieved in both 1981 and 1982 and close to the 4 percent 

annual rate of growth implicit in the 1981-85 Plan. 

All major sectors of the economy are doing better this 

year. After several years of steady decline, for example, 

industrial performance has begun to Improve. Industrial 

production was almost 1 percent higher in the first seven months 

of 1983 than in the comparable period of 1982. The rebound In 

Industry probably owes much to the better than normal winter and 

spring weather conditions, which permitted some rebuilding of 

stocks of fuels and other inputs less In demand when the weather 

Is mild. Most Important, better weather appears to have eased 

transportation difficulties, thus relieving bottlenecks 

generally. 

Other factors that have contributed to improved industrial 

performance include recent additions to capacity, notably in 

steel and chemicals; managerial personnel changes; and perhaps 

greater effort reflecting a sense that, with the change of 
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leadership, a period of drift had ended. In this connection, the 

discipline campaign probably played a part in the recovery from 

the poor performance in 1981-82 by eliciting greater effort from 

the work force and putting some managers in fear for cheir 

jobs. 

The role of the Andropov administration in the industrial 

recovery seems to be minor, however. The production gains 

reported thus far reflect in large part recovery from the poor 

performance at the beginning of 1982. Output of most industrial 

commodities actually began to pick up on a seasonally-aajusted 

basis in mid-1982, so that the overall contrast between the two 

years will not be so favorable to 1983 by yearend (figure 5). We 

estimate that industrial production will grow about 3 percent 

this year, somewhat higher than the 2.1 percent annual rate of 

growth achieved in 1981-82. Under Andropov, industrial 

production has returned to the growth path characteristic of 

1978-82, not to the higher rates of earlier periods. 

Following four consecutive years of poor agricultural 

performance a substantial recovery is in the cards for Soviet 

agriculture in 1983. We expect total farm output to increase by 

7-8 percent compared with somewhat more than 3 percent in 1982 

and almost no growth in 1981. Total production of farm products 

this year, in fact, could be roughly 1 percent above the previous 

high of 1978. Barring a major deterioration in weather 

conditions, according to USDA, a grain harvest of 200 million 

tons is likely, well above the estimated 158-million ton crop 

informally reported by the Soviets for 1981 and the 180 million 
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USSR: Deviation of Industrial Production 
From Recent Trend* 
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Figure 5 (cont.) 
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* The monthly production indexes are calculated from a smaller 
sample of commodities than those represented in the annual 
production indexes. The average trend rate of growth shown for 
1978-82 in this figure will therefore differ from those based on 
full-year data. Nevertheless, we believe that the samples used 
in extending the monthly indexes are comprehensive enough to 
signal changes in growth rates over time, or—as in this figure-
to compare performance pre-Andropov and post-Andropov. 
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tarn Harvest estimated by BSD* for 1982. »otb of these estimates 

are well below the 1978 record of 237 • i l l l o o tons . The outlook 

for other eajor crop* I s a l so good. Production of sunflower 

seeds , sugar beets , vegetables, potatoes, and cotton i s expected 

t o exceed t*e average of recent years. 

In the crucial l ivestock sector , aeat oat pot froa s ta te and 

c o l l e c t i v e fares—which produce about two-thirds of to ta l Soviet 

•eat—reached a record leve l during the f i r s t seven Booths of 

1983. » nuaber of factors were at work: (1) the quantity of 

forage crops harvested l a s t f a l l was a record; (2) r e l a t i v e l y 

• l i d weather l a s t winter coupled with an early spring t h i s year 

bolstered Soviet l ivestock feed suppl ies; (3) the increased 

ava i l ab i l i t y of high-protein feeds—particularly soybean neal and 

s i n g l e - c e l l protein—has improved the ef f ic iency of feed r a t i o n s 

th i s year (that i s , the amount of product produced from a uni t of 

feed). With herd numbers now at record l e v e l s , the s tage i s set 

for substantial growth In t o t a l meat production t h i s year a f t e r 

four years of re la t ive s t agna t ion . Output could reach 16 mi l l ion 

tons—5 percent above the 1979-82 average—if grain production 

reaches or exceeds 200 mil l ion tons , at l e a s t 20 mil l ion tons of 

grain are Imported, and ample suppl ies of forage crops remain 

available through the res t of the year. 

Meanwhile, the a v a i l a b i l i t y of qua l i ty foods has Increased 

somewhat since Andropov came to power, although not enough to 

permit relaxation of the Informal r a t ion ing system for se lec ted 

food Items. Surveys of pr iva te farm markets and s t a t e r e t a i l 

stores , for Instance, have shown Increased supplies of most 
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foodstuffs. Various reports also suggest that in many regions 

the food shortages prevalent since at least 1980 have become less 

severe. 

The Soviets are still finding it hard, however, to provide 

adequate supplies of nonfood consu-^r goods. Retail trade 

turnover in real terms grew by 1 l£ percent in the first six 

months of 1983 compared with first-half 1982 while the average 

monthly wage of workers increased by more than 2 percent. The 

continued low growth in retail sales is caused partly by 

production problems in the industries manufacturing soft goods 

and consumer durables. The production of textiles, for example, 

has been hampered by shortages of quality cotton. 

Imports of nonfood consumer goods will help somewhat. 

Moscow bought about $10.5 billion worth of these goods last year, 

almost 70 percent of them from Eastern Europe. In internal 

prices these purchases accounted for a substantial share of 

retail sales of nonfood consumer goods—about 15-20 percent. 

Railroad performance has also improved markedly in the first 

6 months of 1983. Freight turnover climbed to 1.8 trillion ton-

kilometers, a 3.7 percent increase over first half 1982--it had 

fallen 2.3 percent during the same period in 1982. A number of 

factors may have been responsible. The relatively mild weather 

experienced so far this year has certainly helped. The priority 

attention given to the transport sector by the new leadership 

probably is also a factor. Politburo member Geydar Aliyev was 

given special responsibility for overseeing the railroads earlier 

this year, and a campaign to enlist industrial enterprises and 
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other shippers in the repair of damaged freight cars has been 

instituted. Still, reports of supply disruptions and delayed 

shipments are continuing. As in industry, the record in the 

second quarter of this year suggests that the initial burst of 

higher performance in Andropov's early months is not being 

sustained (figure 6). Because the problems in the transport 

sector cannot be resolved quickly, transport snarls can be 

expected to be a drag on the economy over the next several 

years. 

With brighter prospects in agriculture, Soviet planners will 

not have to worry so much for the time being about hard currency 

availability. Nonetheless, we believe that the hard currency 

trade deficit will increase slightly in 1983. In the first half 

of the year both exports and imports remained at about first-half 

1982 levels. A drop in agricultural purchases was offset by 

increased purchases of pipe and machinery and equipment and of 

Libyan oil for resale to Soviet customers in the West. Oil sales 

for hard currency could remain below the 1982 level for the year 

as a whole, however. The USSR may feel it cannot cut deliveries 

to Eastern Europe again this soon. 

Longer Term Outlook 

A stronger economic showing this year would help Andropov 

politically, but it would not—in our view—foreshadow a higher 

growth rate over the longer te^m. The problems that have 

constrained growth since the late 1970s have not gone away; some 

of them, in fact, are just now reaching peak severity. 
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Figure 6 

USSR: Deviation of Railroad Freight 

Turnover From Recent Trend 

1978-82 Trend 
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Slower Growth In Labor and Fixed Capital 

For exaaple, the Increment to the working age population— 

about 389,000 persons—will be lower this year than at any tiae 

in the last two decades (figure 8) and will continue to diminish 

through '986. Growth of capital stock also will slow during the 

1980s because of the slowdown in investaent that has occurred 

since 1975. Unless plans for investaent change drastically, we 

project that the supply of labor and capital to the economy in 

the 1980s will rise by only 2 V2 percent per year during the 

reaainder of the 1980s compared with an average annual increase 

of nearly H percent in 1970s. 

Given the slower growth of labor and capital, elevating 

growth above the recent trend rate of about 2 percent a year 

would require a dramatic reversal of the prevailing trend in 

productivity. For example, sustaining the GNP growth rate of 1 

percent per year that prevailed in 1971-77 would be possible only 

if productivity increased by nearly 1 V2 percent per year. In 

fact—as the tabulation below shows—the combined productivity of 

Inputs of labor, capital, and land has been decreasing for over a 

decade: 

Average Annual Percentage Change3 

1966-70 1071-75 1976-80 1981-82 

GNP 5.3 3.7 2.7 2.1 

Inputs of 

labor and capital 1. 1 1.2 3.6 3.1 

Factor productivity 1.1 -0.5 -0.8 -1.0 

a From appendix C, Table 11. 
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The l ikel ihood that the Soviets can recapture the 

product iv i ty gains of the lace 1960s is small . 

- - The d i s c ip l i ne campaign may be exact ing a sorr.ewhat greater 

ef for t from Soviet workers, but, judging from numerous 

repor t s of ha l f -hear ted enfrceraent and of workers often 

ignoring appeals and t h r e a t s designed to make them work 

harder and longer, the long term impact would appear to be 

marginal. 

- - A subs tan t i a l improvement in real incent ives seems 

un l ike ly , Andropov himself having indicated tha t the 

standard of l i v i n g , at bes t , wil l r i s e only slowly over 

the next several years . 

- - Andropov's evident reluctance to undertake major systemic 

changes (discussed below) i s a s ign i f i can t b a r r i e r to 

subs tan t i a l improvements in eff ic iency or accelera ted 

technological progress . 

Imbalances 

In addi t ion , many of the unfavorable developments that 

converged to slow i n d u s t r i a l growth in the l a t e 1970s wil l 

continue to do so during the res t of 1980s. Because planned 

investment wil l be inadequate to add capac i t i e s needed for 

planned growth in ou tpu t - - e spec ia l ly in the ex t r ac t ive branches 

where both deplet ion ra tes and investment costs wil l continue to 

r i s e rap id ly- - shor tages of raw mater ia l s and a de t e r i o r a t i on in 

the qua l i ty of many mater ia l s will continue. In p a r t i c u l a r , slow 

growth of s t ee l production wil l const ra in machinery output and 

hence investment. Spot shortages of energy of the sort 
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experienced in recent years will continue. Shortfalls in 

chemicals production also will hamper production in a variety of 

industries to which it provides raw materials, and slow growth of 

construction materials output will be a further drag on 

investment. "-snsportation also will continue to be a problem, 

particularly the railroads which will continue to operate under 

strain. 

In agriculture, Andropov faces the same problems as Brezhnev 

in improving agricultural efficiency: bureaucratic resistance to 

changes in organization, weak incentives for farm workers, 

insufficent skills in the farm labor force to manage production 

and to use and maintain machinery properly, and a lack of 

economic infrastructure (roads, storage areas and the like) in 

rural areas. The greatest impediment, however, remains the 

failure to allow farms more freedom to make decisions at the 

local level about the composition of output and about planting 

and harvesting schedules. 

In this connection, although Moscow is placing increasing 

emphasis on agricultural self-sufficiency, imports of 20-30 

million tons of grain and 2-3 million tons of oilseeds and 

oilseed meal will be needed annually to support livestock 

expansion plans during the next several years, even with normal 

harvests. The Soviets are committed through long-term trade 

agreements with the United States, Canada, Argentina, and some 

smaller suppliers to purchase about 20 million tons per year 

through 1985. 

On the other hand, we believe that the Soviet energy 
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situation will not seriously constrain economic growth during the 

1980s. This Judgment is based on our latest study of the Soviet 

oil industry and our resulting reassessment of Soviet energy 

prospects into the 1990s. The principal conclusions of these two 

studies are as follows: 

-- The combined output of oil, natural gas, and coal will 

increase by 10 to 12 percent in 1981-85 compared with the 

17 percent planned for this period and the 22 percent 

achieved in 1976-80. In the latter half of the decade 

energy production will be about 6 percent greater than in 

1981-85. Indeed, with oil output expected to be in 

decline by the late 1980s and coal production stagnant in 

terms of energy content, the increases in fuel 

availability during the remainder of this decade will be 

largely the result of rising gas output. 

-- The Soviet Union has thus far averted the downturn in oil 

production that CIA had earlier predicted by virtue of an 

enormous, brute-force development effort that has tapped a 

petroleum reserve base larger in size than we previously 

believed. The cost of doing this has been high, but we 

think that the Soviets have already allocated enough 

investment resources to the oil industry to permit them to 

come close to their production target of 12.6 million b/d 

by 1985. 

-- Because Moscow is likely to continue to increase the total 

amount of economic resources going to the oil industry 

during the 1986-90 Plan but at a slower rate, oil 
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production probably will plateau by the middle of this 

decade and then subside slowly. 

— Increments in energy production will become increasingly 

expensive, and the USSR will find it hard to maintain oil 

exports--a development that will constrain hard currency 

earnings. 

-- All things considered, however, we no longer believe that 

major energy shortages will make a substantial difference 

for growth in GNP unless things go very badly in the oil 

sector. 

Work Incentives 

An integral feature of Andropov's campaign to tighten labor 

discipline and stimulate productivity is his strong support for 

linking wages and bonuses to the contribution of the individual 

worker and tying remuneration more directly to production 

results. In his public statements Andropov has harshly attacked 

the long-time practice of wage leveling because it conflicts with 

the priority the regime has assigned to raising labor 

productivity. But long cultural conditioning in the work force 

and the difficulty of reversing trends entrenched for the last 20 

years will present substantial obstacles to broad use of 

increased wage differentials. 

Serious obstacles also stand in the way of continued 

implementation of the discipline campaign. Public tolerance of a 

tough discipline drive 30 years after Stalin is likely to be 

tenuous and transitory. In the current labor market, moreover, 

management will be reluctant to crack down on workers, who can 
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easily quit and find jobs elsewhere, often at higher pay. Firing 

workers also goes against the grain of Soviet society, which 

guarantees a right to a job. Punitive measures against the worst 

offenders may help, but they cannot substitute for economic 

reforms to remedy fundamental problems with the incentive 

system. 

There are also political risks in pushing the anticorruption 

campaign too far. Young party workers who were frustrated by the 

slow rate of promotions under Brezhnev may welcome a change, but 

the fear of a purge reportedly impelled many regional officials 

to oppose Andropov's succession. Any wholesale drive to purify 

the party could provoke further resistance. 

Prospects for Relief Via Foreign Trade 

In our judgment, the regime will not be able to rely 

substantially on increased imports to relieve resource pressures 

in the domestic economy during this decade. Our projections 

indicate that—barring another round of spiraling oil prices— 

Soviet hard currency purchasing power will not rise significantly 

through 1990. Consequently the USSR will have difficulty 

financing more than modest growth in hard currency imports unless 

it is willing to accept a sharp increase in its debt. Western 

credits are one—and a relatively immediate—means of financing 

additional hard currency imports. But Soviet debt management 

policy would first have to become less conservative, and Western 

governments would probably have to provide significantly greater 

encouragement and guarantees to Western banks. 

Nor will the Soviets be able to go much further in reducing 
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net exports to Eastern Europe. Most East European countries are 

struggling to sustain some positive growth In GNP while putting 

their hard currency balances in order. The USSR and its East 

European allies seem unable even to agree on an agenda for a CEMA 

summit (propo-.c- by Brezhnev two years ago) to discuss their 

mutual economic concerns. The principal Issue in dispute is a 

Soviet push for greater economic integration, which would give 

CEMA, but in reality the Soviets, far-reaching authority over 

planning and production in individual countries. The East 

Europeans oppose such Integration because they fear it would tie 

them even closer politically and economically to the USSR. The 

East Europeans—who want guarantees of future deliveries of 

Soviet energy and raw materials—also fear that Moscow would use 

the summit to announce additional cuts or to Impose harder 

conditions on their energy and raw material exports to Eastern 

Europe. 

Potential for Better Performance 

The regime could improve the performance of the economy in a 

number of ways. Some investment resources, for instance, could 

be redirected to sectors where their payoff Is greater than at 

the present time. The current Investment plan is lopsided and 

lacks balance; it stresses development of energy and agriculture 

at the expense of other sectors also vital to economic growth. A 

greater return could probably be achieved by shifting more 

Investment to such sectors as raachlnebulldlng, transportation, 

and ferrous metals. Finally, holding down growth in defense 

spending would free up resources that could be used to bolster 
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the civilian economy. 

Some gains could be achieved also by identifying those areas 

in the economy where mismanagement and administrative efficiency 

are worst and replacing the managers responsible at all levels 

with more competent people. Indeed Andropov has removed a 

number of managers, although the shifts thus far have not been as 

dramatic as some Soviet officials had anticipated. Clearly there 

is a good deal of dead wood to be removed. Whether political 

obstacles and bureaucratic opposition will prevent a managerial 

shakeup on a broad scale is still uncertain. After a few years, 

however, unless the system changes to promote Innovation or 

managerial initiative, a new generation of administrators would 

probably fall back into the practices of their predecessors. 

The greatest potential for economic gain in the long term, 

however, lies in more "radical" measures that would alter Soviet 

economic mechanisms. While we-believe that caution and 

conservatism characterize Andropov's approach to economic change, 

we cannot rule out the possibility that he might yet introduce 

more innovative economic programs. Andropov's freedom of action 

in his first year as General Secretary probably has been 

restricted. He is bound, to some extent at least, by an annual 

economic plan made before Brezhnev's death. Moreover, still 

lacking an independent political base and still much indebted to 

those who helped elevate him to power, he must move with 

circumspection. 

Since he replaced Brezhnev, Andropov has been extremely 

candid in acknowledging his dissatisfaction with the performance 
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of the economy and has Indicated on occasion that some problems 

may stem from built-in systemic shortcomings. In a major speech 

in mid-August, for instance, he underscored the necessity for 

changes in planning, management, and economic mechanisms before 

the start of th3 1986-90 Plan period and expressed 

dissatisfaction with the pace at which the economy is improving 

and the lack of vigor in the search for solutions to its 

problems. From time to time, he has also encouraged wide-ranging 

public discussion and debate on what ails the Soviet economy and 

how to improve its organization and management. 

The major constraint, however, in changing the Soviet 

economic system is that Andropov and the re3t of the leadership— 

for compelling cultural, economic, and political reasons--will 

not dismantle the command economy and replace it with some form 

of market socialism. A planned economy is all Soviet leaders 

have ever known. They do not understand the economic rationale 

for markets and believe that, however efficiently markets may 

operate at the enterprise level, they necessarily produce chaotic 

results on a economy-wide scale. Planning, by contrast, is not 

only mandated by "Marxism-Leninism-1, but it is seen as being 

responsible for the elevation of the USSR to world superpower 

status. Andropov's adherence to this line of thinking is made 

crystal clear in his recent article in the party's ideological 

journal Kommunist. There he states that only change within the 

existing bounds of socialism will be considered. 

Consequently, Andropov is likely to rely primarily on 

Brezhnev's legacy of programs and proposals for change worked out 
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between 1978 and 1982. Thus the central issue now facing the 

leadership is what direction to move in carrying out already 

approved policies, what to select from a menu of fairly well-

known alternative ideas, and what commitment it is prepared—or 

able--to undertake in attempting tc enforce its will. A case in 

point is the recently announced economic experiment — Andropov's 

only significant new program to date. When closely scrutinized 

it is very limited—it is confined to a few selected ministries 

and contains little that is new. 

We are likely to see an Increase in the number and variety 

of such reform proposals. In his mid-August speech, Andropov 

said that changes would be made before the start of the 1986-90 

Plan but that they would be undertaken carefully and only after 

unhurried evaluation of large scale experiments. In addition, a 

high level committee under the leadership of new Central 

Committee Secretary Nikolay Ryzhkov was formed earlier this year 

to review the party's options for changing the economic system 

and given a year or more to report back. 

Given the emphasis on study and small-scale experiments, we 

think that reforms of organization and management will have 

little impact on the economy during the next few years. Indeed, 

the improved performance in 1983 may even reduce the pressure for 

economic change in the short run. 

Striking a Balance 

A point stressed in our testimony last December before the 

Joint Economic Committee of Congress still holds. Despite its 

problems, the USSR is not on the verge of economic collapse. The 
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Soviet economy is the second largest in the world, with a large 

and literate population, a huge industrial plant, and an enormous 

endowment of natural resources. Moreover, a highly centralized, 

rigid system of administering the economy enables the leadership 

to mobilize "esources to focus on key objectives. The USSR has 

found ways to muddle through periods of economic difficulty in 

the past, and it will do so again in the 1980s. 

We emphasize that economic growth is likely to continue— 

not at the rapid pace of this year, but at a trend rate of about 

2 percent a year. 

We would also note that the strains on the Soviet economy 

may be somewhat less than we thought a year ago. 

— First, the outlook for oil production looks less 

unfavorable. To recapitulate, we now expect that 

production will hold roughly steady through the mid-1980s 

and then will fall only gradually through 1990. 

-- Second, we have revised downward our estimates of how fast 

defense spending has been growing, implying greater 

availability of resources for other uses than we had 

estimated earlier. 

— Third, despite Andropov's basic caution and conservatism, 

his more energetic approach to improving the existing 

economic system makes Soviet economic prospects seem 

slightly brighter than they appeared last year. 
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Appendix A 

Estimating Soviet Defense Expenditures 

This appendix explains in some detail the methodology we use 

to derive the dollar and ruble estimates. 

Background 

Because of the uncertainties surrounding the true coverage 

of the announced Soviet defense budget and the clear evidence 

based on observable defense activity of a much higher level of 

ruble outlays, two principal methodologies have arisen for 

estimating how much the Soviets spend on defense. The first 

relie3 on deriving implicit costs from published Soviet economic 

statistics. The second, us2d only by CIA because of the large 

amount of data on Soviet military activities needed to apply it, 

is the direct-costing or building-block approach. This approach 

requires the identification and enumeration of physical element-; 

of the defense effort over time and the application of direct-

cost factors. Although all methodologies involve uncertainty, we 

find the building-block approach to be more reliable because it 

is based on the Intelligence Community's detailed estimates of 

the physical components that make up the Soviet effort. 

We define "defense" differently for different purposes. Our 

dollar estimates cover those national security activities 

conducted in the US by the Department of Defense as well as the 

defense related programs of the Department of Energy and US coast 

Guard. To understand how the Soviets might view their defense 

effort we also use a broader definition that also includes civil 
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space programs, railroad and construction troops, and Internal 

security forces. The ruble estimates are customarily presented 

In terms of this broader definition. 

Estimates of Soviet defense costs are computed by resource 

category. These are defined as follows: 

— Investment - the costs of replacing, modernizing, and 

expanding forces through the procurement of weapons and 

equipment, Including major spare parts, and the 

construction of facilities. 

-- Operating - The costs of personnel, equipment maintenance, 

and logistics associated with the routine functioning of 

the Soviet armed forces. 

— RDT&E - the costs of exploring new technology, developing 

new weapons systems and developing improvements to 

existing systems. 

We calculate the ruble and dollar costs of all Soviet 

defense activities except RDT&E by identifying and listing Soviet 

forces and their support apparatus. Our model contains a 

description of over 1,000 distinct defense components—for 

example, individual classes of surface ships; ground force 

divisions, divided into categories on the basis of type and 

readiness level; and air regiments, categorized by aircraft type 

for each service—and our latest estimates of the order of 

battle, manning, equipment inventories, and new equipment 

purchases for each of those components. 

Although we are confident in the basic trends, there are 

uncertainties Inherent In these estimates. We are fairly 
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confident of our estimates of the physical quantities that go 

into the Soviet defense effort because once the major weapon 

systems have been produced and deployed, we can measure what is 

there. Our projection of future weapon production, however, is 

obviously less certain. 

We are somewhat less confident in the prices we use. We 

have an adequate sample of ruble prices to measure Soviet costs 

in the base year of those prices—1970. However, over the last 

dozen years, Soviet prices and cost relationships have 

undoubtedly undergone considerable change. 

The Ruble Estimate 

To obtain our rubles estimates of Soviet defense spending, 

ruble prices are applied to the detailed estimates of physical 

resources. The procedure is complex but, in general, is as 

follows: 

— Procurement - For many Soviet weapons we have an actual 

ruble price. For others we must derive a ruble price 

either by applying ruble-dollar ratios created for weapons 

groups or by using cost estimating relations (CERs) that 

make the price a function of certain performance 

parameters. The prices are multiplied by our estimates of 

the physical quantities of weapons used by the Soviet 

forces. 

— Operating - Personnel costs are calculated by multiplying 

the estimates of the number of men in each military 

organization by ruble factors covering each type of 

personnel-associated outlay. Ruble maintenance costs are 
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derived from knowledge of Soviet operating rates. 

Operating costs combine our knowledge of Soviet operating 

rates with rubles costs for utilities, POL, and civilian 

labor. 

— RDT4E - ?DT&E is estimated directly from official Soviet 

statistics. (For this reason, it is the least certain 

part of our estimates.) 

The results, not including RDT&E, are aggregated by Soviet 

service, resource category, or military mission. 

The Dollar Estimate 

The dollar estimates begin with the same set of Soviet 

physical defense activities as the rubles but instead apply 

appropriate OS dollar prices and wage rates. 

— Procurement - we estimate what it would cost to build the 

actual Soviet weapons and equipment in the United States 

at prevailing dollar prices for materials and labor 

(including overhead and profit), using OS production 

technology and assuming the necessary manufacturing 

capacity, materials, and labor would be available. 

— Operating - Personnel costs are derived by estimating the 

military rank of the person in the United States who would 

be assigned the duties of each Soviet billet and then 

applying the appropriate US pay and allowance to that 

billet. O&M costs are derived by applying dollar prices 

to estimates of labor, materials, spare parts, overhead, 

and utilities required to operate and maintain equipment 

the way the Soviets do. 
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-- RDT&E - To estimate the dollar cost of performing Soviet 

RDT&E activities in the US, the aggregate ruble figure is 

converted into dollars. 

Once again, the results, not including RDT&E, can be 

aggregated by service, mission, or resource category. 
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Table 1 

USSR: GNP by Sector of Origin at Fac tor Cost 
( b i l l i o n 1970 Rubles) 

1970 1975 1976 1977 1978 1979 1980 1981 1982 

GNP* ' 

Industry 

Agriculture 

Construction 

Transportation . 

Conn uni cations 

Trade 

Servi oes 

383.3 

122.6 

. 81.0 

28.0 

33.« 

3.3 

28.0 

78.5 

Other { inc luding 8.4 
m i l i t a ry personnel) 

459.8 

163.6 

72.0 

36.8 

45.8 

4.7 

35.0 

92.7 

9.3 

481.8 

170.1 

80.2 

38.0 

47.8 

5.0 

36.3 

95.0 

9.4 

497.4 

177.0 

83.0 

38.9 

48.8 

5.3 

37.6 

97.3 

9.5 

514.2 

182.8 

86.0 

40.1 

51.1 

5.6 

38.8 

100.3 

9.6 

516.1 

186.6 

78.5 

40.4 

52.3 

5.9 

39.6 

103.2 

9.6 

524.7 

191.8 

74.0 

41.3 

54.3 

6.2 

40.8 

106.6 

9.7 

536.1 

196.6 

73.7 

42.2 

56.4 

6.5 

41.8 

109.2 

9.8 

547.0 

201.0 

76.0 

42.5 

57.1 

6.7 

42.1 

111.6 

10.1 

Components may not add.exactly to total because of rounding. 
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Table 2 . 

USSR: GNP by End Use at Factor Cost 
(billion 1970 Rubles) 

GNP* 

Consmption 

goods 

services 

Investment 

Other 

» _ 

1970 

383.3 

207.8 

133.1 

7«.6 

108.2 

67.3 

1975 

159.3 

217.3 

158.6 

88.7 

110.6 

72.0 

1976 

481.8 

252.8 

161.1 

91.1 . 

151.8 

77.2 

1977 

197.1 

260.1 

166.7 

93.1 

159.5 

77.8 

1978 

514.2 

267.8 

171.2 

96.6 

165.5 

80.9 

1979 

516.1 

275.1 

.175.8 

99.4 

168.0 

73.0 

1980 

524.7 

283.7 

181.5 

102.2 

172.2 

68.8 

1981 

536.1 

289.5 

184.9 

104.6 

178.5 

68.1 

1982 

517.0 

291.7 

185.0 

105.7 

183.2 

72.2 

Components may not add exactly to total because of rounding, 
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T a b l e 3 

USSR: Va lue Added i n I n d u s t r y a t F a c t o r Cos t 
( b i l l i o n 1970 r u b l e s ) 

d u s t r y 

Fer rous meta ls 

Nonfer rous meta ls 

Fuel 

E l e c t r i c power 

M a c h i n e b u i l d i n g 
4 me ta lwo rk i ng 

Chemicals 

Wood, p u l p , and paper 

C o n s t p j c t i o n m a t e r i a l s 

L i g h t i n d u s t r y 

Food i n d u s t r y 

Other i n d u s t r y 

1970 

122.6 

8.8 

1.8 

12.1 

8.3 

38.5 

7.6 

. 9 . 1 

8.0 

9.8 

11.6 

3.6 

1975 

163.6 

10.7 

6 .1 

15.1 

11.7 

56.6 

11.7 

10.7 

10.1 

11.2 

W. i 

4.8 

1976 

170.1 

11.0 

6.6 

16.0 

12.5 

59.9 

12.3 

10.7 

• 10.8 

11.6 

13.9 

1.9 

1977 

177.0 

11.0 

6.8 

16.7 

12.9 

63.3 

12.9 

10.7 

11 . 1 

11.9 

11.5 

5.1 

1978 

182.8 

11.3 

6.9 

17.2 

13.5 

66.5 

13.1 

10.7 

. IT .5 ' 

12.2 

11.3 

5.3 

1979 

186.6 

11.3 

7 . 1 

17.7 

13.9 

69.3 

13.1 

10.3 

11.0 

12.1 

11.8 

5 . 1 

1980 

191.8 

11.2 

7.2 

18.0 

11.6 

72 .2 

11.0 

10.5 

11.0 

12.7 

11.9 

5.6 

1981 

196.6 

11.2 

- 7 . 3 

18.3 

11.9 

71.6 

11.5 

10.8 

11.2 

13.0 

15.2 

5 .7 

1962 

201.0 

11. 1 

7.3 

' 8 . 7 

15.1 

77 .5 

11.6 

10.9 

11.0 

13.0 

15.6 

5.8 

Components may not add exact ly t o t o t a l because of rounding. 
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Table * 

Onlted S t a t e s and USSR: Production of S e l e c t e d 
Commodities In S e l e c t e d Tears 

1970 1975 1978 1980 1981 198? 

Primary energy 
( a l l l l o n b/d oe> 

OS 
OSSR 

on* 
(mi l l ion b/d) 

US 
USSP 

natural Gas (Dry) 
( t r i l l i o n cubic feet ) 

OS 
OSSR 

Coal 
( • i l l i o n metric tons) 

OS 
OSSB 

Elec t r ic i ty (gross) 
( b i l l i o n kilowatt-hours) 

O S " 
USSR 

I ron ore ( m i l l i o n metr ic tons) 
OS 
USSR 

Bauxite (thousand metr ic tons) 
OS 
OSSR 

Pig i ron ( m i l l i o n metr ic tons) 
OS 
USSR 

Crude s tee l ( m i l l i o n metr ic tons) 
OS 
USSR 

29.5 
18.3 

11.3 
7.1 

21.0 
7.0 

555.8 
621.1 

1,7»3 
711 

91.2 
197.1 

2,125 
'6,700 

83.0 
85.9 

119.3 
115.9 

28.6 
23.2 

10.0 
9.3 

19.2 
10.2 

593.9 
701.3 

2,131 
1,039 

80.1 
231.7 

1,800 
8.000 

72.5 
103.0 

105.8 
111.3 

28.9 
26.6 

10.3 
11.1 

19.1 
13.1 

608.0 
723.6 

2,136 
1,202 

82.9 
216.2 

1,669 
8,800 

79.6 
110.7 

121.3 
151.5 

30.5 
28.2 

10.2 
12.0 

19.6 
15.« 

752.7 
716.1 

2,138 
1,291 

70.7 
215.0 

1,559 
9,100 

62.3 
107.0 

101.5 
118.0 

30.1 
29.0 

10.2 
12.2 

19.1 
16.» 

717.3 
701.0 

2,118 
1,326 

75.5 
212.0 

1,510 
9,100 

6».3 
108.0 

108.8 
119.0 

30.1 
2 9 . 8 " 

10.3 
12.3 

17.8 
17.7 

756.1 
718.0 

2,387 . 
1,366 

37.0 
211.0 

700 
9,000 

39.1 
107 

65.7 
117.0 

Including natural gas l iquids . 

Estimated. 
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1970 

Table 1 (oont.) 

1975 1978 1980 1981 1982 

Refined oopper (thousand metric tons) 
OS 
OSSR 

2,071 
1,015 

Primary aluxinuo (thousand metr ic tons) 
OS 3,607 
OSSR' 1,«90 

Lead (thousand metr ic tons) 
OS 
USSR 

Refined zinc (thousand metr ic tons). 
OS 
OSSR 

Gold ( m i l l i o n t r oy ounces) 
OS 
OSSR 

Synthet ic ammonia ( m i l l i o n met r ic 
tons o f N) ' 
OS 
OSSR 

Mineral f e r t i l i z e r ( m i l l i o n 
met r ic tons, nu t r ien t content) 

OS 
OSSR 

Nitrogen f e r t i l i z e r ( m i l l i o n 
met r ic tons o f N) 

OS 
OSSR 

P las t i cs ( m i l l i o n met r ic tons) 
OS 
OSSR 

605 
170 

866 
690 

1.7 
7.0 

10.3 
6.3 

11.8 
13.1 

7.6 
5.1 

9.7 
1.7 . 

Synthet ic rubber ( m i l l i o n met r ic tons) 
OS 2.2 
OSSR 0.9 

Woven cotton fab r i cs 
OS ( b i l l i o n l i n e a r meters) 
OSSR ( b i l l i o n square meters) 

5.7 
6.2 

1,632 
1,320 

3,519 
2,130 

577 
510 

150 
820 

1.0 
8.3 

12.2 
9.9 

17.1 
22.0 

8.5 
8.5 

10.2 
1.8 

2.0 
1.1 

3-7 
6.6 

1,869 
1,160 

1,358 
2,330 

565 
580 

m 
875 

1.0 
9.5 

12.8 
11.5 

19.0 
23.7 

9.5 
9.3 

12.1 
3-5 

2.7 
1.8 

3.7 
7.0 

1,726 
1,520 

1,651 
2,160 

550 
600 

370 
900 

1.0 
10.2 

11.7 
13.8 

22.5 
21.8 

11.2 
10.2 

12.8 
3.6 

2.2 
1.9 

3.1 
7.1 

2,026 
1,530 

1,189 
2,175 

500 
600 

3^5 
900 

1.3 
10.1 

11.2 
11.6 

23.2 
26.0 

11.8 
10.9 

13.1 
1.1 

2.2 
1.9 

3.6 
7.2 

1681.0 
1510.0 

3,271 
2,190 

560 

298 
320 

1.1 
10.6 

11.5 
15.1 

19.2 
26.7 

10.5 
11.2 

12. a 
». 1 

1.8 
1.8 

3.0 
7 . 1 
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" . 3 

23-3 
15.0 
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83.6 
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* USD* estimate 
Excluding rice 
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Table 5 

USSR: S e l e c t e d I n d i c a t o r s of A g r i c u l t u r a l Output 

Value of output3 

( b ' i l l i o n rub les) 

Commodity Production 

Grain*1 

Potatoes 

Sugar beets 

Sunflower seed 

Cotton 

Vege'.^bles 

Heat 

Milk 

Wool 

Eggs ( b i l l i o n s ) 

1970 

83.6 

( m i l l i o n i 

186.8 

96.8 

78.9 

6.11 

6.89 

21.2 

12.3 

83.0' 

.119 

10.7 

1975 

82.0 

1Q76 

88.6 

oe t r i c tons) 

110. 1 

88.7 

66.3 

1.99 

7.86 

23.1 

15.0 

90.8 

.167 

57.1 

223.8 

85.1 

99.9 

5.28 

8.28 

25.0 

13.6 

89.7 

.135 

56.2 

1977 

92.8 

195.7 

83.7 

93.1 

5.90 

8.76 

21 .1 . 

11.7 

91.9 

.159 

61.2 

1978 

95.8 

237.1 

86.1 

93.5 

5.33 

8.50 

27.9 

15.5 

9 L 7 

.167 

61.5 

1979 

89.8 

179.3 

91.0 

76.2 

5.11 

9.16 

27.2 

15.3-

93.2 

.178 

65.8 

1980 

86.9 

189.1 

67.0 

81.0 

1.62 

9.96 

27.3 

15.1 

90.9 

.«61 

67.9 

1981 

87.2 

158.0° 

72.1 

60.8 

1.68 

9.61 

27.1 

15.2 

88.9 

.160 

70.9 

1982 

90.0 

180.0d 

78.0 

71.3 

5.30 

9.28 

29.2 

15.2 

90.1 

.160 

72.1 

Net of feed, seed, and waste in constant 1970 prices. 

Bunker weight. To be comparable to Western measures, an average reduction of 
11 percent i s required. 

c Unofficially reported. 

d USDA estimate 
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Table 6 

USSR: Freight Turnover by Transport Mode 
(billions of ton/kilometers) 

Year 

1070 

1975 

1976 

1977 

1978 

1979 

1980 

1981 

1982 

Total 
All Modes 

3829.2 

5200.9 

5132.7 

5632.7 

5918.7 

5986.3 

6181.2 

6337.1 

6328:1 

Railroads 

2191.7 

3236.5 

3295.1 

3330.9 

3129.1 

3319.3 

' 3139.9 

3503.2 

316f.2 

Roads 

220.8 

337.9 

'355."1 

373-3 

396.0 

109.6 

132.1 

158.9 

161.0 

Inland 
Waterwavs 

171.0 

221.7 

222.7 

230.7 

213.7 

232.7 

211.9 

255.6 

262.5 

Maritime 

656.1 

736.3 

762.2 

772.6 

827.6 

851.1 

818.2 

853.1 

827.9 

Pipelines 
(Oil 4 Oil Products) 

281.7 

665.9 

791.6 

922.1 

1019.1 

1110.7 

1216.0 

1263.2 

1306.8 

Air 

1.88 

2.59 

2.71 

2.80 

2.36 

2.91 

3.09 

3.08 

3.03 
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Mia 7 
USSR: Estimated Hard Cirrercy telaioe of teynsnts 

Million c u r a t IB dollars) 

Cvrrert aoaxrt balance 

Trade balance 
.Experts, f.o.b. 
jnpxts, f.o.b. 

1970 

260 

-560 
2,1® 
2,931 

Additional military deliveries 
to LECs, f.o.b. a TO 

Net in terest 

Other inv is ib les 
and transfers 

Capital a c a x r t balance 

Gross d-awin^ 
Govermert backad 
Ccnrer ' i l 

Repayments' 
Covemnsnt backed 
Comnercial 

Net chan^ i n assets 
held i n Western banls 

Gold sales 

Net a i u b and onissicns 

-83 

500 

NegL. 

NA 
150 

NA 

NA 
160 
NA 

n 
N e g l . 

. m 

1975 

-4,607 

-6,297 
8,260 

11,577 

1,500 

-510 

76c 

6,522 

6,371 . 
1,972 
1,399 

969. 
730 
239 

-395 

725 

-1,915 

1976 

-3,216 

-5,253 
10,225 
15,173 

1,850 

-m 

911 

3,888 

5, "95 
2,150 
3,045 

1,365 
1,035 

333 

1,611 

1,369 

-672 

1977 

162 

-2,912 
11,863 
11,805 

3,220 

-818 

1,032 

2,830 

2,857 
1,991 

866 

1,955 
1,265 

670 

-310 

1,618 

-3,292 

1978 

1422 

-3,690 
13,336 
17,026 

3,965 

-881 

1,028 

1,73m 

3,096 
2,565 

531 

2,332 
1,156 

876 

1,552 

2,522 

-2,156 

1979 

2,178 

-2,018 
19,117 
21,135 

3,855 

-799 

. 1,110 

338 

1,171 
2,110 
2,061 

2,800 
1,702 
1,098 

2,826 

1,190 

-2,516 

I960 

1,901 

-2,185 
23,531 
26,070 

1,200 

-710 

530 

1,628 

2,865 
2,195 

670 

3,051 
1,915 
1,136 

-23* 

1,580 

-3,532 

1981 

-103 

-1,000 
23,778 
27,778 

1,200 

-1,300 

1,000 

5,910 

6,300 
2,100 
1,200 

3,200 
2,000 
1,200 

-110 

2,700 

-5,810 

1982 

1,508 

-992 
26,552 
27,5W 

5,900 

-1,500 

1,100 

-1,270 

2,600 
2,800 
-200 

3,100 
2,100 
1,300 

1,570 

1,100 

-3,233 

These estimates exclude the \alie of arms-related carmercial exports included in the reporting on Soviet 
experts to individual LECs, which we estimate at about $2 billion in 1981. They are baaed on the reported 
export residuals in published Soviet data on trade with LECs (i.e., the difference between Soviet reported 
aggregate exports to the LECs and Soviet reporting en exports to Lndividuad LECs). The expert residuals 
were reduced by the estimated value of Soviet exports of major arms systems to non-hard arrency paying LECs an 
a f,o,b. basis. The estimates also excludes the value of follcw-cn services, which nay be substantial. 
Including additions to short-term debt. 
Reflects hard arrency assistance to other Camnist countries; hard arrency trade with other Cairru-dst 
countries; hard currency credits to LECs to finance Soviet sales of machinery and equipment {including 
military ecuipmerfc); and credits to developed Western countries to finance sales of ail and other 
campdities, as well as errors in ether line items of the accounts. 
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Table 8 

USSR: Estimated Hard Currency Debt to the West 

(Million US dol lars , yearend) 

1975 1976 1977 1978 1979 1980 1981 19823 

Gross debt 
Cccmercial debt 
Government and 
government-backed debt 

Assets i n Western banks 

Net debt 

10,577 11,707 15,609 16,373 18,017 17,861 20,900 20,100 

6,917 9,662 9,858 9,513 10,179 10,013 13,000 11,500 

3,630 5,015 5,751 6,860 7,568 7,818 7,900 8,600 

3,127 1,738 1,128 5,980 8,806 8,572 '8,130 10,000 

7,150 9,969 11,181 10,393 9,211 9,289 12,170 10,100 

a Provisional estimate. 
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Table 9 

USSR: Foreign Trade by Major Region 

al Exports 

cranunist Countries 
eveloped' West 
ess Developed Countr ies3 

al Imports 

cmmunist Countries 
eveloped West 
ess Developed Countries 

1970 1975 1976 1977 1978 

( m i l l i o n current rubles) 

1979 1980 1981 1982 

11,520 21,031 28,022 33,255 35,668 12,126 19,635 57,108 63,165 

7,530 11,581 16,118 19,101 21,251 23,628 26,903 31,192 31,136 
2,151 6,110 7,831 8,817 8,699 12,506 15,862 17,217 18,819 
1,836 3,310 3,710 5,337 5,715 6,292 6,870 8,669 10,180 

10,559 26,6-n 28,731 30,092 31,556 37,861 11,153 52,631 56,111 

6,873 13,963 15,101 17,171 20,711 21,127 23,650 26,712 30,816 
2,510 9,701 10,822 9,921 10,981 13,218 15,721 18,112 18,892 
1,116 2,999 2,805 2,997 2,831 3,189 5,092 7,777 6,703 

a I n c l u d i n g exports of m i l i t a r y goods, which rose from an 
estimated 911 m i l l i o n rubles in 1970 to 5,352 m i l l i o n rubles In 
'981 and 6,600 m i l l i o n rubles i n 1982. 
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USSR: Average Annual Gran"*! or Per-Capita Consuaptlon 

(1970 established prices) 

Percent 

Total oonauaption 

rood 

Soft goods 

Durables 

Services 
Housing 
U t i l i t i e s 
Transportat ion 
Ccoounlcations 
Repair and Personal 
Recreation 

Health 

Education 

1966-70 

5.1 

*.3 

7.1 

9.1 

5.8 
2.1 
5. " 
8.0 
7.8 

care 8.4 
1.6 

3.2 

5.8 

1971-75 

2.8 

1.6 

3.0 

10.0 

>.6 
1.7 
5.3 
6.1 
6.3 
5.7 
0.6 

1 . * 

1.« 

1976 

1.8 

c 

3.6 

5.6 

2.9 
1.0 
5.1 
5.0 
5.5 
5.0 

-2 .5 

0.9 

1.6 

1977 

2.3 

1.3 

2.7 

B.d 

1.7 
1.1 
3.0 

-1 .3 
1.7 
». 1 

- 0 . 1 

0.8 

1.2 

1978 

2.S 

2.0 

2 .2 

3.3 

3.8 
M 
3.8 
3.0 
a.5 
6.2 
1.7 

2.9 

2 .2 

1979 

2 . -

1.5 

3.5 

3-6 

3.5 
1.3 
3-3 
3.5 
1.9 
6.1 
0.9 

0.7 

1.2 

1930 

3 . : 

2 . 1 

3.7 

6.7 

3.8 
1.2 
3-7 
3.0 
1.7 
6.1 
1.9 

0 .1 

1.7 

1981 

1. -

-0 .5 

' . 9 

5.3 

2.6 
0.3 
2.3 
2.5 
1.1 
n.n 

- 0 . 1 

, 0 . 7 

0 

19823 

- 0 . 7 

- 1 . 0 

- 0 . 6 

-3.5 

2.1 
1.2 
2.9 
1.2 
2.3 
3.5 

- 0 . 3 

0,3 

0.1 

Preliminary. 
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United States and USSR: 
Table 11 

Production of Selected Consumer Goods 

-T975- T 9 7 5 " T?75~ T 9 7 T 1975" T9"79~ T5B0 T9"BT T9~B7 

'cod 
G r a i n * 

. ( k i l o g r a m s per c a p i t a ) 
USD 

USSR0 

Meat" 
(k i lograms per c a p i t a ) 

US 
USSR 

910 
769 

110 
51 

910 1,151 1,197 1,208 1,212 1,315 1,181 1,150 1,161 
769 551 872 756 908 681 712 590 667 

106 117 111 112 101 "107 107 103 
59 53 57 59 58 57 57 56 

transportat ion 
Passenger automobile production6 

(uni ts per hundred persons) 
US 3.19 
USSR 0 . 1 1 

3 . 1 1 
0 .17 

3.95 
0 .18 

1 .18 
0 .09 

1 .12 
0 .50 

3 .71 
0 . 5 0 

2 .81 
0 .50 

2 .71 
0 .19 

2 .18 
0 .18 

household equipment 
Washing machine production6 

(uni ts .per thousand persons) 
US 
USSR • 

Wash ing mach ines i n use 
( u n i t s pe r thousand p e r s d n s ) 

U S g . . 
USSR 

Refr igerator production 
, (uni ts per thousand persons) 

USe 

USSR _ 
Refr igerators i n use 
(uni ts per thousand persons) 

USg 

USSR 

20 
22 

19H 
I ' l l 

26 
17 

336 
89 

20 

13 

238 
189 

21 
22 

3«o 
178 

21 
11 

218 
195 

22 

23 

3UU 
191 

23 
11 

256 
" 200 

26 
22 

319 
210 

• 23 
11 

263 
203 

26 

23 

3149 
225 

22 
. 1H 

273 
205 

25 
23 

352 
2U0 

20 
14 

290 
205 

23 
22 

352 ' 
252 

19 
15 

287 
205 

21 
22 

352 
262 

17 
15 

2 9 ' 
205 

19 
22 

31:0 
268 

The data do not necessari ly represent food avai lable for consumption, because imports of foreign 
3"ain and exports of domestically produced grain are not included. 

Excluding corn si lage and forage but inc lud ing sorghum fo r gra in . 
- Inc lud ing miscellaneous grains and pulses. Measured i n bunker weight, i . e . , gross output from 
the combine which includes excess moisture, unripe and damaged kernels, weed seeds, and other t rash 
?or comparison wi th US or other country grain output, an average discount of 11 percent should be 
appl ied. 
* Data are on a slaughter weight bone-in basis. 

Data are fo r factory sales and include complete uni ts exported for assembly. 
: As of the end of the year. 
5 Data are understate: 'because they are based on the number of households wi th one or more un i ts ; 
thus, a household with more than one i s counted as ha'ving only one. 
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Table 12 

USSR: Average Annual Employment by Sector 
(thousands) 

Sector of the Economy 1970 1975 1980 1981 1982 

Total 103,771 113,912 121,990 122,988 123,932 

Industry 31,593 31,051 36,891 37,236 37,550 

Construction 9,052 10,571 11,210 11,298 11,321 

Socialized agr icul ture 23.-110 22,756 21,600 21,300 21,111 

Transport and communications 9,315 10,713 11,958 12,172 12,375 

Trade, public dining, sales 4 material 
technical supply, procurement 7,537 8,857 9,691 9,828 9,880 

Health, education, social security, 
cultural arts, science 4 scientific 
services 16,561 19,196 21,515 21,909 22,275 

Government administration, credit 
. 4 insurance organizations 2,226 2,707 3,111 3,218 • 3,265 

Other (housing, personnel services, • "• 
etc.) 1,050 "5,055 5,918 6,027 6,125 
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Table 13 

USSR: Gross Fixed Capital Investment 

(BHUcn rvties, 1973 prtoes) 

Total investment 

of which 
State 
Collective fans 
Cooperative enterprises 

and crganisticns 
Private housing and 

apartments 

Industry 

Agriculture 

Transport and Goramni cations 

Ccnstnxticn ' 

Othsr 

1970 1975 

80.7 112.9 

69.2 93.0 
7.6 10.7 

2 2 2 1 

1.6 1.8 

28.5 39.7 

tt.13.3 
8.0 12.7 

3.0 1.3 

26.9 32.9 

1976 

118.0 

103.0 
11.0 

2-3 

1.7 

«1.6 

21.3 

13.3 

5.0 

33.8 

1977 

12a 3 

106.9 
11.3 

2.5 

1.7 

13.5 

21.9 

13-9 

1.7 

35.3 

1978 

129.7 

113.9 
11.6 

2.5 

1.7 

15.6 

25.8 

16.3 

5.2 

36.8 

1979 

130.7 

111.6 
11.8 

2.5 

1.7 

15.7 

' 25.3 

16.2 

5.3-

37.2 

1960 

133.7 

117.7 
11.9 

2.5 

1.6 

17.6 

26.9 

16.1 

5.1 

37.7 

1981 

138.8 

122.7 
.11.9 

2.5 

1.7 

19.9 

27.5 

16.8 

5.8 

38.8 

1982 

111.7 

125.1 

iao 

2.7 

1.6 

NA 

NA 

NA 

m 

NA 

Sarce: mi ReferaxE Aid, 3X 82-10093 (Unclassified), Augst 1982, Soviet Statistics on Capital 
Fcrnaticn aid N.l<h. S33 ,̂ 1922-1982. 

Conporsts may not add exactly because of rounding. 
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Table HI 

USSR: Growth of GNP and Factor Produc t iv i ty 
(average annual percentage change) 

1966-703 1971-753 1976-803 1981 1982 

Gross national product 

Combined inputs0 

Man hours 

Capital 

Land 

Total factor productivity 

Manhour productivity 

Capital productivity 

a For computing average annual r a t e s of growth, the base year i s 
the year p r ior to the s t a t ed period " 

Based on indexes of GNP (1970 r u b l e s ) , by sec tor of o r i g i n , at 
fac tor cos t . 
c Inputs of manhours, c a p i t a l , and land are combined using 
weights of 55.8 percent , 41.2 percent , 3.0 percent , r e s p e c t i v e l y , 
in a Cobb-Douglas ( l i nea r homogeneous) production funct ion. 
These weights represent the d i s t r i b u t i o n of labor costs (wages, 
other income, and soc ia l insurance deduct ions) , cap i t a l cos ts 
(deprecia t ion and a" ca lcu la ted cap i t a l charge) , and land r e n t in 
1970, the base year for a l l indexes underlying the growth r a t e 
c a l c u l a t i o n s . 

5.3 

* . 1 

2.0 

7.« 

-0 .3 

1.1 

3.2 

- 2 . 0 

3.7 

14.2 

1.7 

8.-0 

0.8 

- 0 .5 

2.0 

-U.0 

2.7 

3.6 

1.3 

6.9 

Neg. 

. - 0 . 8 

1.3 

- 1 . 0 

2 . 2 

3.2 

1.0 

6.7 

Neg. 

- 1 . 0 

1.2 

- 1 . 2 

2.0 

3.1 

1. 1 

6 .1 

Neg. 

- 1 . 0 

0.9 

- 3 .8 
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Table 15 

USSR: Growth of I n d u s t r i a l Output and Factor Produc t iv i ty 
(average annual percentage change) 

1966-703 1971-753 1976-803 1981 1982 

Industrial production 

Combined inputs 

Man hours 

Capital 

Total factor productivity 

Hanhour productivity 

Capital productivity 

a- For computing the average annual r a t e s of growth, the base 
year i s the year p r io r to the s t a t ed per iod. 

Inputs of manhours and cap i t a l are combined using weights of 
52.U percent and 17.6 percent , r e s p e c t i v e l y , in a Cobb-Douglas 
( l i n e a r homogeneous) production funct ion. These weights 
represent the d i s t r i b u t i o n of labor costs (wages and soc ia l 
insurance deductions) and cap i t a l costs (deprec ia t ion and a 
cap i t a l charge) in 1970, the base year for a l l indexes underlying 
the growth r a t e c a l c u l a t i o n s . 

6.3 

5.7 

3.1 

8.8 

0.5 

3.1 

- 2 . 3 

5.9 

t . 9 

1.5 

8.7 

1.0 

M 

- 2 . 6 

3.2 

».5 

1.6 

7.7 

- 1 . 2 

1.6 

- 1 . 2 

2.5 

H.1 

0.9 

7.8 

-1 .6 

1.6 

-1 .9 

2.2 

3.6 

0.7 

6.9 

- 1 .3 

1.5 

- 4 . 3 
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